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It’s easy to talk about better — and who wouldn't? No company .
sets out to make customers’ lives unpleasant or worse. But too often
company talk is all you get. Fluff and promise — not anything

that genuinely makes the moment, your day or your life better.
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 “With the new Regions, we have more resources and

tools, and we're improving our products to help fit
customers’ needs. That’s what I'm excited about.

We now offer packages of products specially tailored
to different groups, such as seniors, wealth builders
and businesses. Morgan Keegan is a powerful part
of the equation, too.

But what ultimately sets Regions apart 1s excellent
customer service. It’s as simple as having coffee out
in the branch, or greeting customers when they
walk through the door and saying, ‘Hey, Welcome
to Regions. What brings you to the bank today?’
Whether it’s directing them to the right person or
getting them connected to the services they need, it’s
all about making sure our customers are provided for.”

MARCUS A. McCHRISTON
assistant branch manager







ANGEL MEDINA GARY COLBERT ' i

area executive southeast florida private bank & wealth executive ‘
!
— . “We're succeeding by maintaining “We're adding relationship managers L
our ‘mega community-bank’ approach, who will serve the needs of young
having all the products and services professionals. We want to have a
of a super-regional bank but the relationship that grows with them,
local market decision making of and we're making the commitment
a community bank.” of people and resources to do that.”
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GLENN FARMER
business banker

“We’re not only here for a _
loan transaction or a deposit |
transaction. We are here to
build a relationship. Our main
strength — our best strength w
— is doing exactly that.”
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“Ons of my collcagues jokes et 1*ve ‘comered
the merkst’ in communily lending fer e lest
et yeers — and [°m condnving to de tihet,
whetiher it be through small-business lending,
essisting iirsit-time heomebuyers er wieiaver
tihe situetion mey be. 1°m out in he communiiy
Regflens, &t ety council mesitfings
er teaching &t financial lisracy clessss. [ also
st on saveral Beeards and loen cormmitises,
wiere we counsel first-time homelbuyers, help
witth credit repelr end ses whel we can deo

fto put mere peeple in

Whih eur invelvement amne eur communiy
lending, we're our velues o
enhencing the bank's siznding everall.”
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“Our people love serving our customers, and |
think associates’ lives will be better at the end of
this year because they’ve built more and better
relationships with their customers.

We aren’t doing this just through incentive plans but
through a quality in the people here, who feel a lot of
personal fulfillment and satisfaction from making a
difference for others. It’s really the small things that
occur day to day, when we stop and listen, when
we ask great questions and match customers to the
right solutions. Our people will ultimately be more
successful because they’re part of an organization
that is focused on helping customers be successful.”

LESLIE CARTER-PRALL
consumer banking executive

!

11

k=~




CANDY SIMMONS
regional marketing manager

“We're working together across our lines of business to provide referrals
for customers coming into the branch. We can offer business owners
loans and cash management services. Or a ¢ouple that's in the market
for a home could use the help of our Mortgage associates. We all have

a common goal: serving the customer.”
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LISA NOVICK
teller supervisor

“I try to make customers feel like this is their
home — to give them that warm feeling when
they come here. I know all my customers by
their first names, and I build trust with them.
They know they’re important.”




“l meet people out in the
world every day, and | talk
about Regions Bank with
them. | want them to know

who we are and that we're
here for them. Those people
might not need anything
right then, but they will
later — and they might
give us a call.”

BRENDA GEORGE
teller supervisar

S ——
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“We're ACCOURE
CYPes. fs am lntemet-based
account that’s
usefull o customess
fm there’s
RO This fs seallly
TREALR, it egpands
even farthes.”

S HERTANWAS HINGHON]
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end pess & en cowmn.”
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“We’re making changes to enhance the experience
of Internet banking for our customers. We are
always trying to add the best possible security
and user-authentication features. And we’re
working to make sure that we integrate the
technology of phones and PDAs so that, if you
wanted or needed to, you could do a banking
transaction from a phone.

" As we make changes, we’re making our system
friendlier. With each added level of security or
upgrade, we’re making sure customers understand
what we’re doing, why we are doing it and what
the benefit is for them. When they understand,
they feel more comfortable, and that makes a
significant impact on our customers’ overall
banking experience.”

FRANK HERNANDEZ
information security systeml engineer
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"We're coaching our menegers so they knew
fiow to lelp assocleiss suceasd. Every associats
hes & reletionship with he bank — and we went
tihett reletienship to be just &s goed &s we melks
fit itor customers. They're he enes whe fees eur
cusiomers every dey. Wiet we're selling isn't
it's service. And we know thet heving
heppy essocietes s a key pless of delivering
qualily ssrvies.”
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We ere a ‘people’ business, end
fit's impertant ek eur frent-line
ansocliEs ars informed and
contident. When someone asks
ebout tihe mergsr, it does so much
when an assoclats leolks it
cusiomer in e eye and says, Hey,
I’'m greek. This is & greekt Company
o werk for and I’'m gled we'rs hera,™
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“I'm planning for expansion. We’re growing quickly
at Morgan Keegan, and we've found that the most
successful branch managers have grown up here.

To fill manager positions at new branches, we’re
building a bench of people who are ready to move
as offices open.” |

JIM PARRISH

executive managing directsr,
president, private client group
morgan keegan
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CRYSTAL VINCENT
senior branch analyst

“If you look, you see our name on the back of T-shirts at walkathons, or
on signs where we're sponsoring projects and events in the community.
We're not just your financial institution. We're your neighbor.”
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“As the new Regions, we’re touching many more
lives. I see that in our new logo, where there are
many points of light that come together at the
base. That light is going out and touching lives —
not just our immediate banking customers, but
those in the community at large.

As we reach out to more people, I see myself as a
role model for my fellow co-workers here at the call
center. I'm an on-the-job trainer, so I'm constantly
having an opportunity to share information. And
I’'m always mindful to continue to grow and learn
myself. We’re learning new technology, and we’re
providing our customers with even higher quality
service. That’s where we make a difference —

with each and every call.”

WANDA BATTLE
customer Service representalive
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“We're embracing ene commen culture whers &
lizam of essoclkics can conifidentiy
deliver to the customers and e communites
ey serve — end can do fit very proizibly tor {he
shershelders. We're delng it by providing consiant
comntzct, excellent savics, alweys being accessible
and meking surs customers have an cppertuntly
fto butle thelr contidenes in us. |

Beling sueeassiul in anyihing comes rem
& greex deal off respact and edmiretion fior your
teemmefiss. Thet means there's & teem deeling
witth every epportunity. We'rs inviting & lot ef
people to talke ownership in adding velus and
melking lfite bsiler for ihe cusiomer, so hers's
Ret one NEed We can’t address.”
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CONSECUTIVE YEARS
OF DIVIDEND INCREASES

~

goals we want'to achieve. And, we must ensure retention of
associates who will ultimarely lead to delivery of a superior
customer experience,

To help in this regard, we made sure to purt retention bonuses
in place for those associates who are in positions chat are
critical to ensuring the merger’s success. We have developed
new incentive compensation plans to further motivate
employees. Communication and training plans also have been
established to help with the challenges that come with change,
And we have drawn on an experienced integration team that
has been through mergers before to help guide us through.
We are also using metrics in each line of business to help
measure, review and report progress in CUStomer retention to
keep associates focused on this critical part of our business. In
addition, one associare from each line of business meets
monthly as pare of our Quality Service Council, an imporcant
committee in our Company that reviews retention metrics
and other outstanding issues as they relate to the customer
experience. The Council will keep us focused and accountable
as we grow as a bank.

A SOLID BASE FOR SOLID GROWTH

With the merger and our growth strategy, we have vast and
unprecedented potential before us in the coming months and
years. One distinct opportunicy relates to our improved average
market share, which is among the very top banks in the country
— more than 209% on average in the counties in which we
do business. Bur this is only the beginning, as we are well
positioned to expand in high-growth states. In Florida, we

30

i 4 9 %)) TOTAL RETURN
O FOR THE YEAR 2006

now operate more than 430 branches and stand fourth largest
in marker share wich over $18 billion in deposits. We also
plan to add more branches in other growth markets, such as
Texas, North Carolina, South Carolina and Georgia. In total,
we plan to add 100 to 150 branches through 2008, and we
already have more than half of these locations in our “land
bank,” ready for construction.

Morgan Keegan, which generated record earnings of $151
million in 2006, promises to yield big results across our
expanded distribution network. Currently, Morgan Keegan
has more than 300 locations in 16 states. We expect this
number to grow significantly as Morgan Keegan begins
operating in branches and communities that came to us
through the AmSouth merger. Regions Bank's strong wealth
management business, commercial banking relationships
and community ties can be used to advance Morgan Keegan's
already strong position. It ended 2006 with trust assets of
475 billion and brokerage customer assets of 875 billion.

We also are generating much more capital after the merger.
‘This additional capital provides us with tremendous flexibility,
allowing us such choices as reinvesting in the business,
paying higher dividends or repurchasing stock — or some
combination of these — all scrategies aimed to increase
shareholder value.

NOTEWORTHY EVENTS
There were some recent significant events that will positively
impact our business going forward. We announced in January




“Not only does our community involvement underscore our
values and make life better within our communities, it also
shapes how we are perceived. Our reputation as a bank that
stands behind the community ultimately brings us more
customers and increases shareholder value.”

2007 the sale of EquiFirst Corporation, our non-prime mortgage
origination business, to Barclays Bank PLC. The sale reflects our
strategy to focus on our core business, allowing us to invest more
capital into attractive markets or business opportunities.

In keeping with our anticipated generation of excess capital, in
January we announced a share repurchase authorization of 50
million shares, which is in addition to a remaining prior
~authorization of approximately 14 million shares. We also
declared a $0.36 per share dividend in December that was
paid in January, marking the beginning of our 36th
consecutive year of increased dividends.

MAKING COMMUNITIES BETTER

The rays within the pyramid in the new Regions’ logo symbolize
our five core values, which support our commitment to the
thousands of communities we serve. Not only does our
community involvement underscore our values and make life
better within out communities, it also shapes how we are

perceived. Qur reputation as a bank that scands behind -

the community ultimately brings us more customers and
increases shareholder value.

One tangible way that we have supported our communities
. is through lending programs designed to benefit small business
and low- to moderate-income borrowers. Our track record
here is strong. We also plan to continue a program implemented
by AmSouch that encourages associates to make contributions
to schools and arts and cultural organizations by matching
their donations up to 34,000 annually. And we remain

committed to giving to charities such as the United Way and
Habitat for Humanity, in both dollars and time. Regions has
committed to giving over $12 million in our Corporate Giving
Program in 2007. We believe that the power of philanthropy
and corporate responsibility is a very important part of our
goal to improve life in the communities we serve, and as a
combined bank we remain commirced to being a leader.

OUR MISSION

We are proud to report that the merger is off to a great start,
and we wouldn't have expected it to be anything less. We
know success comes from raising the bar of self-expectations
and reaching higher to experience “better” every day In
doing so, we build and maintain strong relationships with our
associates and with the customers and communities we serve,
creating not another big bank, but a different kind of financial

services company: one thar helps people experience “better”

in their lives. And thac ultimacely makes life better for our
shareholders. We are excited about Regions’ future. As we
look forward to the year ahead, we appreciate your support.

- Sincerely,

Unf) Mo,

JACKSON W MOORE
executive chairman of the
board of directors

C. DOWD RITTER -

president &
chief executive officer
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INTRODUCTION v

GENERAL

The following discussion and financial information is pre-
sented to aid in understanding Regions Financial Corporation's
(“Regions” or the “Company”) financial position and results

of operations. The emphasis of this discussion will be on the .

years 2006, 2005 and 2004; in addition, financial informa-
tion for prior years will also be presented when appropriate.
Certain amounts in prior year presentations have been reclas-
sified to conform to the current year presentation.

Regions' profitability, like that of many other financial
institutions, is dependent on its ability to generate revenue
from net interest income and non-interest income sources.
Net interest income is the difference between the interest
income Regions receives on earning assets, such as loans and
securities, and the interest expense Regions pays on inter-
est-bearing liabilities, principally deposits and borrowings.
Regions' net interest income is impacted by the size and mix
of its balance sheet components and the interest rate spread
between interest earned on its assets and interest paid on its
liabilities. Non-interest income includes fees from securities
brokerage, investment banking and trust activities, service

charges on .deposit accounts, mortgage origination and servic-~

ing, insurance activities, and other customer services which
Regions provides. Results of operations are also affected by
the provision for loan losses and non-interest expenses such
as salaries and employee benefits, occupancy and other oper-
ating expenses, including income taxes.

Economic conditions, competition, and the monetary and fis-
cal policies of the Federal government in general significantly
affect financial institutions, including Regions. Lending and
deposit activities and fee income generation are influenced by
levels of business spending and investment, consumer income,
consumer spending and savings, capital market activities, and
competition among financial institutions, as well as customer
preferences, interest rate conditions, and prevailing market
rates on competing products in Regions" market areas.

Regions' business strategy has been and continues to be
focused on providing a competitive mix of products and ser-
vices, delivering quality customer service and maintaining a
branch distribution network with offices in convenient loca-
tions, all with the personal attention and feel of a community

bank and with the service and product offerings of a large |

regional bank,

REGIONS FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Acquisitions’

The acquisitions of banks and other financial service com-
panies have historically contributed significantly to Regions’
growth. The acquisitions of other financial service compa-
nies have also atlowed Regions to better diversify its revenue
stream and to offer additional products and services to its
customers. Regions, from time to time, evaluates potential
bank and non-bank acquisition candidates. )

On November 4, 2006, Regions merged with AmSouth
Bancorporation (“AmSouth”} which was headquartered in
Birmingham, Alabama. Regions believes that the merger
offers a unique opportunity to enhance its geographic diversity,
product offerings and overall level of service. In addition, the
merger will create significant operating efficiencies through the
elimination of redundant costs and will also generate meaning-
ful excess capital. The combination with AmSouth created a
top 10 United States (“U.S.") bank holding company and
added approximately $57.8 billion of assets (including excess
purchase price), $34.8 billion of loans, net of unearned
income, and $37.6 billion of deposits. This transaction was
accounted for as a purchase of AmSouth by Regions and
accordingly, financial results for periods prior to November 4,
2006 have not been restated. AmSouth's assets and liabilities
were recorded at estimated fair values and its results of opera-
tions wei_e'included in Regions’ results beginning in November
2006. Tabte 1 provides AmSouth's summary acquired bai-
ance sheet. Comparisons with prior periods are significantly
impacted by the merger with AmSouth (see Note 2, “Business
Combinations” to the consolidated financial statements). *
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REGIONS FINANCIAL .CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

TABLE 1 — ACQUIRED SUMMARY BALANCE SHEET FOR AMSOUTH BANCORPORATION

{In thousands)

ASSETS
Cash and due from banks o
Interest-bearing deposits in other banks

Federal funds sold and securities purchased under agreements to resell

Trading account assets '

Securities available for sale _
Securities held to maturity ,l o
Loans held for sale L
Loans held for sale — divestitures

Loans, net of unearned income
Allowance for loan losses - ’ R
Premises and equipment, net EE ¥
Other identifiable intangible assets

Other assets '

LIABILITIES AND STOCKHOLDERS' EQUITY
Non-inte}est-bearir;g deposits
Nen-interest-bearing deposits — divestitures .
Interest-bearing deposits

Interest- beanng deposits - divestitures

Federal funds purchased and securltles sold under agreements to repurchase

Other short-term borrowings .
Long-term borrowmgs . . . .
Other liabilities , . . ’
Stockholders' equity

Excess purchase price

As a result of the merger with AmSouth, Regions antici-
pates the realization of approximately $400 million in annual

cost savings, reaching this full run rate in the second quarter.

of 2008. In addition, the Company expects to generate cer-
tain revenue synergies, which have not been quantified, but
result from improved deposit market share density and lever-
age of both the Morgan Keegan franchise across the AmSouth

footprint and from AmSouth’s de novo branching expertise. As |

a result of the merger, the Company is required to divest 52
branches with deposits totaling approximately $2.8 billion,
which will reduce earnings in future periods. These divesti-
tures are expected to close in the first quarter of 2007.
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'$ 1,149,696

e .0 97,762
55,075

5,651

2,333,137

T . 5,034,967

. .. 305389
. : . 1,665,641
. L. .. 34,793,759
2 ' . (335,833)
1,334,104

¢ - 704,012
' 4,490,383
. $ 51,633,743

-

$ 7,124,190
565,654
27,698,086
2,168,643
3,684,313
2,211,435
3,802,875

w.. ,  » 650,350
‘ .. 9,942,734

.. $ 57,848,280

! - i

‘ o “$ 6,214,537

On July 1, 2004, Regions merged with Union Planters
Corporation (“Union Planters”} which was headquartered in
Memphis, Tennessee. The combination with Union. Planters
added approximately $35.7 billion of assets, $22.3 bilkion
of loans and-$22.9 billion of deposits. This transaction was
accounted for as a purchase of Union Planters by Regions and
accordingly, prior period financial statements have not been
restated, except certain share and per share amounts related
to the exchange of Regions common stock. Union Planters’
results of operations were included in Regions’ results begin-
ning July 1, 2004. Comparisons with periods prior to 2005 are
significantly impacted by the merger with Union Planters.




Dispositions

On January 19, 2007, Regions signed a definitive agree-
ment to sell its non-prime wholesale mortgage unit, EquiFirst
Corporation (“EquiFirst”) to Barclays Bank PLC for an esti-
mated purchase price of $225 million (the final purchase price
is contingent on the closing book value of assets and liabilities).
Completion of the sale is expected by the end of the first half
of 2007: subject to the receipt of the required: licenses and

applicable regulatory approval. EquiFirst is the 12th largest

non-prime wholesale mortgage originator in the U.S., originat-
ing loans through more than 9,000 brokers in 47 states.

"
v

Business Segments

Regions provides traditional commercial and retail banking
services, as well as other financial services in the fields of
investment banking, asset management, trust, mutual funds,
securities brokerage, mortgage banking, insurance, com-
mercial accounts receivable factoring and other specialty
financing. Regions carries out its strategies and derives its
profitability from the ‘following business segments:

General Banking/Treasury

Regions’ primary business is providing traditional commer-
cial and reta|l banking services to customers throughout
the’ South Mldwest and Texas. Regions' bankmg subsidiary,
Reglons Bank, operates as an Alabama state-chartered bank
with branch offices in Alabama, Arkansas, Florida, Georgia,
Illinois, *Indlana lowa, Kentucky, Louisiana, Mississippi,
Missoufi, North Cardlina,‘South Carolina, Tennessee, Texas
and Virginia. The treasury division includes the Company's
bond portfolio, indirect mortgage lending division and other
wholeséle activities. In 2006, Regions' general banking and
treasury*operations contributed approximately $1.2 billion to
consolldated net income.

Mortgage Banking

Regions’ mortgage banking operations, primarily Regions
Mortgage and EquiFirst, provide residential mortgage loan
origination and servicing activities for customers. Morigage

“banking activities decreased consolidated net income in

2006 by apprommately $1.7 million. Regnons Mortgage
serviced approximately $43.0 billion in mortgage loans as
of December 31, 2006. Regions Mortgage and EquiFirst
originated $5.6 billion and $10.7 billion of mortgage loans,
respectively, during 2006.

Brokerage, Investment Banking and Trust
Regions ii_rovides brokerage, investment banking and trust ser-
vices in over 300 offices of Morgan Keegan & Company, Inc.

(*Morgan Keegan”); one of the largest investment firms based .

in the South. Morgan Keegari contributed $151.1 million to

consolidated net income in 2006. Its tines of business include .

REGIONS-FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

private client retail brokerage services, fixed income capital
markets, equity capital markets, trust and' asset management.

Insurance

Regions provides insurance-related services through ‘Regions
Insurance Group, Inc. Full-line insurance brokerage services
are provided-primarily through Rebsamen lhsurance, Inc., one
of the 30 largest insurance brokers in the country. Credit life

" insurance services for customers are provided through other

Regions affiliates. Insurance activities contributed approxi-
mately $15.7 million to consolidated net income in 2006,

See Note 21, “Business Segments Information” to the con-
solidated financial statements for.further information- on
Regions' business segments. e . '
2006 OVERVIEW .

Regions reported net income ava|lable to common sharehold-
ers of $2.67 per diluted share in 2006, a growth rate of 24
percent compared to 2005. Included in 2006 net income
of $1.4 billion was $60.3 million in after-tax merger-related
expenses (12 cents per diluted share). Net income avail-
able to common shareholders was $2 15 per diluted share
in 2005, including a reduction of 23 cents per diluted

- share related to $109.7 million in after-tax merger-related

expenses. Excluding merger-related charges ahnual earnings
per share increased 17 percent to $2.79 in 2006 from $2.38
in 2005. Primary drivers of 2006 net income, other than the
AmSouth merger, were Regions’ net interest income contribu-
tion, record performance at Morgan Keegan overall expense
control, and lower credit costs. .o

Return on average stockholders’ equity for the twelve months
ended December 31, 2006, was 10.94 percent; compared to
9.37 percent for the same period in 2005 (11.43 percent and
10.40 percent, respectively, excluding merger charges). Return
on average assets for the twelve months ended December 31,
2006, was 1.41 percent, compared to 1.18 percent for the
same pericd in 2005 (1.48 percent and 1.30 percent, respec-
tively, excluding merger charges). Return on average tangible
stockholders’ equity was 22.86 percent for the year ended
December 31, 2006, compared to 18.80 percent for the year
ended December 31, 2005 (23.88 percent and 20.87 per-
cent, respectively, excluding merger charges).
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REGIONS FINANCIAL CORPdRATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS .OF OPERATIONS

TABLE 2 <~ FINANCIAL'HIGHLIGHTS

(In thousands, except per share data) * S s IR L 2006
EARNINGS SUMMARY - L S L .
Net interest income L o . A, R 3,353,442
Provision for loan losses, . : . . . ‘ , . o 142,500
Net |nterest income after provision for loan Iosses " - ' TR . 3,210,942 .
Non-interest income . L _ P TR . - 2,062,104
Non-interest expense . . s . o . . R o 3,314,031
Income before income taxes , - P .- . . . ; : R T T 1,959,015
Income taxes . - - o ot e AL oL . 605,870
Net income ) . $ 1,353,145
Net income available to common shareholders - - p '$ 11,353,145
Earnings per share - basic .~ .~ - SR ERE R - : $ 2.70
Earnings per share - diluted < = © & . o0 e B B - 2.67
Return on average tangible stockholders’ eqmty ' S - T woeat 122.86%
Return on average stockholders' equity  * " - . " B : e T 1094
Return on average total assets ' e " oo T R I3 §
Efficiency ratio* - Lo ' R ' 60.01
BALANCE SHEET SUMMARY ~ S ‘ T
At year-end " o ks ' ‘ )
Loans, net of unearned income * N o o ~'$ 94,550,602,
Assets _ ‘ . - S o 143,369, 021
‘Deposits - “ T s © 101,227,969
Stockholders’ equity S B | , ., 20,701,454
Average balances ‘ L ' ' ' - oo _ ' . :
Loans, net of unearned income . _, o o o 64,765,653
Assets - . . . e . R 95,800,277
Deposits .. . ) ‘ o . e - . ... - 67,466,447
Stockholders' equnty N L T . 12,368,632
SELECTED RATIOS - . . . - Lo L o ot -
Average stockholders eqmty to average total assets . o ’ T U . ~12.91%
Allowance for credit losses as a percentage of loans, net of unearned income : + o 1017
COMMON STOCK DATA v : e AN .
Cash dividends declared : .o ' $ ‘- 140
Stockholders’ equity per share '~ - e S o .7 28.36
Market value at year-end -+~ v o e e S A "~ ' 37.40
‘Market price range: T o . ' : . i C- '
High = e T o - 7 395
Low T R S . . 3237
Total trading volume - o S T t 301,488
Dividend yield at yearend ** ' = ' R o o 3.74%
Dividend payout ratio - o ' ’ ' 51.85
Shareholders of record at year-end . ’ 84,877
Weighted-average number of shares outstanding: . . . .
Basic : , e . 501,681,
Diluted B o o ... 506,989
Note: Periods prior to Novemnber 4, 2006, do not include the effect of Regions’ acquisition of AmSouth. Periads prior to July 1, 2004, ﬂo not include the effect of
Regions' acquisition of Union Planters. See Note 2, “Business Combinations” to the consolidated financial statements for further discussion.
*The efficiency ratio is the quotient of non-interest expense divided by the sum of net interest income (on a tax-equivalént basis} and non-interest income P
{excluding securities gains and losses}. This ratio is commoenly used by financial institutions as a measure of productivity. L
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2005 2004 2003 2002 2001
$ 2,820,619 $ 2,113,034 $ 1,474,598 $ 1,497,588 $ 1,425,493
165,000 128,500 121,500 127,500 165,402
2,655,619 1,984,534 1,353,098 1,370,088 1,260,091
1,813,432 1,662,431 1,351,336 1,221,297 - 979,549
. 3,046,956, 2,471,383 1,792,862 1,722,145 ., 1,521,689
1,422,095 1,175,582 911,572 869,240 717,951
421,551 351,817 . 259,731 249,338 209,017
$ 1,000,544 , 823,765 $ 651,841 $ 619,902 $ .508,934
$ 1,000,544 817,745 $ 651841 ©$ 614458 $ 508,934
$ 217 2.22 $ 2.38 $ 2.22 $ 1.83
2.15 2.19 2.35 - 2.19 1.82
18.80% - 18.97% 20.01% 20:64% 17.63%
-9.37 10.91 15.06 '15.27 13.49
1.18 1.23 1:34 '1.34 1.14
64.30 65.36 62.52 62.85 61.82
$ 58,404,913 $ 57,526,954 $ 32,184,323 $ 30,985,774 $ 30,885,348
84,785,600 84,106,438 48,597,996 47,938,840 45,382,712
60,378,367 58,667,023 32,732,535 32,926,201 31,548,323
10,614,283 10,749,457 4,452,115 4,178,422 4,035,765
58,002,167 44,667,472 31,455,173 .30,871,093 . 30,946,736
. 85,096,467 66,838,148 48,476,392 46,139,872 . 44,655,132
59,712,895 45,015,279 32,108,452 31,353,470 31,035,245
10,677,831 7,548,207 4,328,618 4,058,819 3,772,029
12.55% . 11.29% : 8.93% 8.80% . 8.45%
1.34 1.31 1.41 1.41 - 1.36
$ 1.36 1.33 $ 1.00 $ . 094 $ . 091
23.26 23.06 16.25* ' 15.29 14.21
34.16 35.59 30.13 - 27.02 24.25
"35.54 35.97 37.90 " 36.25 32.99
29.16 27.26 29.83 T27.10 25.73
227,380 194,916 106,616 = - 143,186 184,003
3.98% 3.74% 3.32% 3.48% T 3.75%
62.67 59.91 42.02 42.34 49.73
72,140 77,715 49,740 52,020 54,512
461,171 368,656 274,212 276,936 277,455
466,183 373,732 277,930 281,043 280,332
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Net interest income was $3.4 billion in 2006 compared to
$2.8 billion in 2005. The increase was driven by a higher net
interest margin and a larger balance sheet resulting from both
the merger with AmSouth and internal growth.

Morgan Keegan's revenues were $1.0 biilion in 2006

-|nclud|ng approximately $30 4 million representing approx1-
mately two months of AmSouth Investment Services and °

AmSouth trust and wealth fmanagement revenue, compared

to $810.3 million in 2005: The increase in revenues in 2006 -

was primarily related to strong private client retail activity, an

increase in assets under management and assets under wrap
account management, and strong fixed income and equity-

investment banking activity throughout the year.

Net charge-offs totaled $139.9 million, or 0.22 percent, of
average loans in 2006, compared to 0.23 percent in 2005.
Non-performing assets decreased $27.7 million to $379.1
million at December 31, 2006 from December 31, 2005,
primarily due to improvements in the overall credit environ-
ment and sales of $85.4 million. in non-accrual loans during
the year, partially offset by the addition of AmSouth’s non-
performing asset portfolio.

The prowsmn for loan losses was $142.5 million in 2006
compared to $165.0 million in 2005. The allowance for credit
losses, which includes the allowance for loan losses and the

reserve for unfunded commitments, at December 31, '2006,'_

was 1.17 percent of total loans, net of unearned income,

compared to 1.34 percent at December 31, 2005.
Non-interest income {excluding security gains/losses) totaled

37 percent of total revenue {fully taxable-equivalent basis)

in 2006, as Regions continued to benefit from a diversified -

revenue stream. Brokerage and investment banking revenues
increased in 2006, attributable to increased income streams in
all of Morgan Keegan’s businéss lines during the year, Service
charges on deposit accounts increased in 2006, due primarily
to the effect of two months of fee income from the AmSouth

franchise and increases in non-sufficient fund fees collected. -

These increases were partially offset by a decline in residential
mortgage servicing and origination fees and gains on sales of
mortgage icans in 2006, as the mortgage industry as a whole
dealt with a challenging market environment. EquiFirst, in par-
ticular, experienced a significant reduction in:premiums related

to foan sales as a result of much thinner interest rate spreads in,

the marketplace than existed in 2005 and an increase in early
payment default losses in the last half of 2006.
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Non-interest expense totaled $3.3 billion in 2006 compared
to $3.0 billion in 2005. Included in non-interest expense in
2006 and 2005 are merger-related charges of $8&.7 million
and $168.8 million, respectively. Excluding merger-related
expénses, non-interest expense increased $347.2 million in
2006 compared to 2005. See Table 8 “Non-Interest Expense

j(incIUding non-GAAP reconciliation).” The realization of effi-

ciencies resulting from the Union Planters merger, which were
fully implemented in late 2005, and Regions’ realignment of
its bank staffing model! in 2006 contributed to a reduction in
non-interest expense from 2005 to 2006; however, this was
offset by the impact of AmSouth’s operations :in the last two
months of the year, an increase in other expenses of $48.0 mil-
lion related to additional mortgage servicing righfs valuation,
and an increase in commission expense at Morgan Keegan in
connection with their record revenues. As Regions begins the
integration of AmSouth operations into existing Regions opera-
tions, Regions’ non-interest expense will be impacted by both
merger-related expenses and reductions resulting from cost
savings. Cost savings began in late 2006 and will continue
to build through the second quarter of 2008. The reduction
in non-interest expenses resuiting from divested branches
wil! begin in the second quarter of 2007. The recognltlon of
merger-related expenses began in 2006 and will continue
until the integration is complete in mid-2008. in addition,
Regions’ commission-based business lines such as brokerage,
investment banking, and mortgage will continue to impact non-
interest expense levels in direct correlation to revenue trends.
Balance sheet growth from the banking segment contrib-
uted to the increase in'net interest income in 2006. Loan

" growth of $36.1 billion and deposit growth of $40.8 billion

were primarily a resuit of the AmSouth merger. Excluding the
loans added in-the AmSouth merger and $625.0 million of
student loans reclassified to held for sale, loan balances would
have increased $2.0 billion in 2006, driven primarily by an
increase in commercial and real estate construction loans,
partially offset by a decline in commercial real estate lend-
ing and home equity lines of credit. Excluding the deposits
added in the AmSouth merger, deposit growth was $3.3 billion
in 2006, driven by an increase in certificates of deposit and
maney market dep051ts partially offset by declines in interest-
free and other low-cost deposits.
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TABLE 3 — GAAP TO NON-GAAP RECONCILIATION

The table below'presents computatmns of earnings and certain other financial measdres excluctlng merger charges (non-GAAP).
Merger charges are included i |n financial results presented in accordance with generally accepted accounting principles (GAAP).
Non-GAAP financial measures have inherent Irmltatrons are not reqmred to be umformly applred and are not audited. Regions
believes the exclusion of merger charges in expressing earnings and certain other financial measures provides a meanlngtul
base for perlod to-perlod compariscns, and’it is on this basis that management |nterna1Iy assesses the performance of Regrons
operations. See table below for computahons of earnmgs and certain other f|nanC|aI measures excluding merger charges and

correspondmg reconcmatlon to GAAP fmancnal measures for the periods presented

{in thousands. except per share data) -

For the Year Ended December 31 |

2006 ., 2005 2004

INCOME 8 . .
Pre-tax income (GAAP} no o $ 1,959,015 §$ 1,422,095 §$ 1,175,582
Merger-related charges, pre-tax ' . o _' o ’

Salaries and employee benefits’ 65,693 73 556 16,131

Net occupancy expense - - 3,473 5 053 ' , 1,725
" Furniture and equrpment e)rpense - 427 - 536 168
. Other ‘ 19,066 - 89,636 . 32,449

Total merger-reiated charges, pre-tax 88,659 168,781 50,473

" Pre-tax income excluding merger charges (non-GAAP) $ 2,047,674 $ 1,590,876 $ 1,226,055
Net income available to common shareholders (GAAP} A $ 1,353,145 $ 1,000644 $ 817,745
Merger-related charges, net of tax . 60,320 109,688 36,765

Net income ava|la_b_le to common sharehc_ltjers e.xc.l'uding . _ _ - ' _ -

merger charges (non-GAAP) B $ 1,413,465 $ 1,110,232 § 854,610

Weighted-average diluted shares . C 506,989 466,183. 373,732
Earnings per share = diluted (GAAP} - A/C $ 267 $ - -215 § - 2.19
Earnings per share, excluding merger charges — S ’

diluted (non-GAAP) B/C $ 279 % 2.38 ‘$ 2.29
RETURN ON AVERAGE ASSETS | ) o '
Average assets (GAAP) D  $95800,277 $85096,467 $ 66,838,148
Return on average assets (GAAP} AD 1.41% 1.18% 1.22%
Return on average assets, excludmg merger charges (non- GAAP) B/D 1.48% i '1.30%. '1.28%
RETURN ON AVERAGE EQUITY : | -
Average equity (GAAP) E $12,368,632 $10,677,831 . % 7,548,207
Average intangible assets (GAAP) 6,449,657 5,356,932 3,206,253
Average tanglbte equity C F "$ 5918975- % 5,320,899 % 4,341,954
Return on average equnty (GAAP) o AJE 10.94% © 9.37% 10.83%
Return on average tangible equity (GAAP) A/F 22.86% 18.80% 18.83%
Return on average equit).r, excluding merger charges (non-GAAP} B/E 11.43% 10.40% 11.32%
Return on average tangible equity, excluding merger e s s

' B/F 23.88% . 20.87%

“charges (non-GAAP) -~ . o

19.68%
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MERGER INTEGRATION PROCESS

The Company is currently in the process of combining the
Regions and AmSouth franchlses The primary goal of the
integration process is to ensure a smooth seamless transition
for Regions customers while selecting and combmmg the best

products, systems and other back OffICE functlons from both _

organizations. “

Planning for the |htegrat|on process began in May 2006

immediately upon announcement of the intended combination.
Execution began at merger close and is currently expected to
_ continue through the second quarter of 2008. Regions esti-
mates that $400 million of ongoing annual cost savings will
result from the integration and expects to achieve this full
cost savings run rate near the end of the integration process.
These cost savings will be primarily recognized in areas such
as personnel, occupancy and equipment, operations and tech-
nology, and corporate functions. Regions estimates that it will
incur approximately $700 million in one-time, merger-related
costs to successfully integrate the two companies. Regions
inciuded $185.4 million of such costs’in excess purchase
price at December 31,-2006 and incurred $88.7 million in
merger expenses during 2006. The majority of the remaining
costs are anticipated to be recognized as merger expenses.
. Major activities of the integration process include, but are
not limited to, branch system conversions, brokerage company
mtegratlon and system conversion, mortgage company inte-
gration and system conversion, and closure of approximately
160 branches which are in close proxirhit)‘f to one another.
Management continues to evaluate the assets, liabilities,
operations and locations of the combined Company. Should
any additional activities or locations be exited or should the
assessment of assets and liabilities produce incremental
information upon which to base valuations, recognition of
merger expenses or adjustments to excess purchase price
may be necessary.

CRITICAL ACCOUNTING POLICIES
in preparing financial information, management is required to
make significant estimates and assumptions that affect the
reported amounts of assets, Habilities, income and expenses
for the periods shawn. The accounting prin¢iples followed by
Regions and the methods of applying these principles con-
form with accounting principles generally accepted in the
United States and general banking practices. Estimates and
assumptions most significant to Regions are related primarily
- to the allowance for credit losses, intangible assets (excess
purchase price and other identifiable intangible assets), mort-
gage servicing rights and income taxes, and are summarized
in the following discussion and notes to the consolidated
financial statements. '
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Allowance for Credit'Losses -~ - . - -

The allowance for credit losses (' ‘allowance”) consists of the
allowance for Ioan losses and the reserve for unfunded commlt—
ments. Management evaluates the adequacy of this allowance
based on the total of these two components. Determining the
appropriate level of the allowance is one of the most critical
and complex accountlng estimates for any financial institution.
Accounting gmdance requires Regions to make a number of

" estimates related to the level of credit losses inherent in the

portfolio at year-end. A full discussion of these estimates can be
found within the “Risk Mahagemént" section of this report.
The aflowance is sensitive to internal factors such as assigned
risk ratings, among others and various external factors, such
as interest rates and the general health of the economy. See
“Allowance for Credit Losses” within the discussion of credit
risk, later in Management's Discussion and Analysis (MD&A).
Management reviews scenarios with reasonably different
assumptions concerning variables that could result in inorééses

or decreases in probable inherent credit losses, which may’

materially impact Regions' estimate of the allowance and
results of operations.

Management’s estimate of the allowance for commermal
products, which includes commercial, real estate construction
and real estate mortgages (except residential one- to four-
family mortgages and equity loans), could be affected by risk
rating upgrades or downgrades as a result of fluoguatibns in
the general economy, developments within a particular indus-
try, or changes in an individual credit due to factors particular
to that credit, such as competition, management or business
performance. A reasonably possible scenario would be an esti-
mated 10 percent migration of lower risk-related pass credits
to criticized status, which could increase the inherent losses
by approximately $85 million. A 10 percent reduction in the
level of criticized credits is also possible, which would result
in an estimated $10 million decrease in inherent losses.

For residential real estate mortgages, home equity lines and
loans and other consumer-related loans, individual products are
reviewed on a group basis or in loan pools {e.g., residential real
estate mortgage pool). The real estate mortgage loan category
contains residential first mortgage loans and home equity loans,
which are secured by primary residences. Home equity lines are
reflected in the consumer category. The total of these residential
loans represents approximately 32 percent of total loans. Losses
can be affected by such factors as coflateral value, loss severity,
the economy and othér uncontrollable factors. A 10-basis-point
increase or decrease in the estimated loss rates on these loans
and lines would change inherent losses by approximately $30
million. The loss analysis related to consumer feans, excluding
the home equity lines of credit, includes reasonably possible
scenarios with estimated loss rates increasing or decreasing by
25 basis points, which would increase or decrease the related
inherent losses by approximately $16 million, respectively.




Additionally, the estimate of the allowance for credit losses
for the entire portfolio may change due to modifications in the
mix and level of loan balances outstanding and general eco-
nomic conditions, as evidenced by changeS"in' interest rates,
unemployment rates, bankruptcy filings, used car prices, real
estate values and the effects of natural disasters, such as hur-
ricanes. While no one factor is dominant, each has the ability
to result in actual loan losses that could differ materially from
originally estimated amounts.

The proforma inherent loss analysis presented demonstrates
the sensitivity of the allowance to key assumptions. This sen-
sitivity analysis does not reflect an expected outcome.
Intanglble Assets i
Reglons intangible assets consist prlmanly of excess of
cost over the fair value of net assets of acqunred businesses
{excess purchase price) and other identifiable intangible
assets (primarily core deposit intangibles). Regions’ excess
purchase price is tested for impairment annually, or more
often if events or circumstances indicate impairment may
exist. Adverse changes in the economic environment, declin-
ing operations of acquired business units, or other factors
could result in a decline in implied fair value of excess pur-
chase price. If the implied fair value is less than the carrying
amount, a loss would be recognized to reduce the carrying
amount to implied fair value. These changes or factors, when
they occur, could be material to Regions’ operating results for
any particular reporting period; the potential impact cannot
be reasonably estimated.

“Other identifiable intangible assets, prlmarlly core deposit
|ntang|b|es are reviewed at least annually for events or cir-
cumstances which could impact the recoverability of the
intangible asset, such as loss of core deposits, increased
competition or adverse changes in the economy. To the extent
an other identifiable intangible asset is deemed unrecover-
able, an impairment loss would be recorded to reduce the
carrying amount to the fair value. These events or circum-
stances, when they occur, could be material to Regions'
operating results for any particular reporting period; the
potential impact cannot be reasonably estimated.

Mortgage Servicing Rights

For purposes of evaluating mortgage servicing impairment,
Regions must estimate the value of its mortgage servicing
rights (“MSRs"). MSRs do not trade in an actlve market with
readily observable market prices. Although sales of MSRs do
occur, the exact terms and conditions of sales may not be
readily available. As a result, Regions stratifies its mortgage
servicing portfolio on the basis of certain risk characteristics,
including loan type and contractual note rate, and values its
MSRs using discounted cash flow modeling techniques, which
require management to make estimates regarding future net

REGIONS-FINANCIAL CORPORATION
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servicing cash flows, taking into consideration historical and
forecasted mortgage loan prepayment rates and discount
rates. Changes in interest rates, prepayment speeds or other
factors could resuit in impairment of the servicing asset and
a charge against earnings to reduce the recorded carrying
amount. Based on a hypothetical sensitivity analysis, Regions
estimates that a reduction in the primary mortgagé market
rates of 25 basis points and 50 basis points would reduce
the December 31, 2006, fair value of MSRs by approximately
nine percent ($33 million) and. 19 percent ($72 million),
respectively. Conversely, 25 basis point.and 50 basis point
increases in these rates would increase the December 31,
2006, fair value of MSRs by approximately six percent ($23
million) and nine percent ($34 million), respeqtivély.

Income Taxes .
Accrued taxes represent the net estimated amount payable to
or receivable from taxing jurisdictions, either currently or in the
future, and are reported as a component of “other liabilities”
in the consolidated statements of condition. The calculation
of Regions’ income tax expense is complex and requires the
use of estimates and judgments in its determination. '

Management's determination of the fealization of the net
deferred tax asset is based upon management'’s judgment of
various future events and uncertainties, including the timing
and amount of future income earned by certain subsidiaries
and the implementation of various tax plans to maximize
realization of the deferred tax asset. Management believes
that the subsidiaries will generate sufficient operating earn-
ings to realize the deferred tax benefits.

From time to time, Regions engages in business trans-
actions that may also have an effect-on its tax liabilities.
While Regions has obtained the opinion of advisors that the
anticipated tax treatment of these plans should prevail and
has assessed the relative merits and risks of the appropriate
tax treatment, examination of Regions' income tax returns,
changes in tax law and regulatory guidance may impact
these plans and resulting provisions for income taxes. For
example, as a result of normal examinations of Regions’
income tax returns, Regions has received notices of proposed
adjustments relating to taxes due for certain years. Regions
believes that adequate provisions for income taxes have been
recorded and intends to vigorously contest the proposed
adjustments. To the extent, however, that final resoclution of
the proposed adjustments results in significantly different
conclusions from Regions' current assessment of the pro-
posed adjustments, Regions’ effective tax rate in any given
financial reporting period may be materially different from its
current effective tax rate.
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TABLE 4 — CONSOLIDATED AVERAGE DAILY BALLANCES AND YIELD/RATE ANALYSIS

2006
Average Income/ Yield/
(Dollars in thousands; yields on taxable-equivalent basis) Balance Expense Rate
ASSETS L ' I
Earning assets: . . ;
Interest-bearing dEthSIts in other banks $ . 64,766 $ . 2,800 4.48% -
Federal funds sold and securities purchased :
under agreements to resell 961,127 - 51,445 5.35 I
Trading account assets 1,112,239 55,741 5.01
Securities:
Taxable 12,638,833 608,171 4.81
Tax-exempt 470,003 50,961 10.84
Loans held for sale 2,286,604 176,672 7.73
Loans held for sale — divestitures - 262,884 20,087 - 7.64
Margin receivables 946,755 37,541 6.87
Loans, net of-unearned income® @ . 64,765,653 4,805,931 7.42
Total earning assets * ! 83,108,864 5,809,449 6.99 :
Allowance for loan losses (833,69 1) ‘
Cash and due from banks 2,153,838 |
Other non-earning assets 11,371,266
' $ 95,800,277 ‘
LIABILITIES AND STOCKHOLDERS' EQUITY I
Interest- bearlng liabilities:
Savings accounts $ 3,205,123 12,356 0.39
Interest-bearing transaction accounts 3,133,768 70,447 2.25
Money market accounts . 21,426,701 527,868 2.46
Certificates of deposit of $100,000 or more s 8,855,396 394,844 4.46 .
Other interest-bearing deposit accounts 16,514,223 662,678 4,01
‘Interest-bearing deposits — divestitures 365,642 11,974 3.z27
Total interest-bearing deposits © 53,500,853 1,680,167 3.14
Federal funds purchased and securities sold under ‘ .
agreements to repurchase ' 5,162,196 233,208 4,52
Other short-term borrowings 1,089,223 . 42,289 388
Long-term borrowings 6,855,601 385,152 5.62
Total interest-bearing liabilities 66,607,873 2,340,816 3.51
Non-interest-bearing deposits 13,965,594
Other liabilities 2,858,178
Stockholders' equity 12, 368 632
, . ) $ 95,800,277 :
Net interest income/margin on a taxable-equivalent basis™® $ 3,468,633 4.17% "

Notes:

(1} Loans net of unearned income includes non-accrual loans for all periods presented.
{2) Interest income includes loan fees of $81,460,000, $77,957,000 and $84,526,000 for the years ended Decemnber 31, 2006, 2005 and 2004, respectively,
(3) The computation of taxable-equivalent net interest income is based on the statutory federal income tax rate of 35%, adjusted for applicable state income taxes

net of the related federai tax benefit.
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2004

Average Income/ ' Yield/ - .Average Income/ Yield/
Balance Expense Rate Balance £xpense - Rate
$ 81,575 . $ 1,905 2.34% "$  s1700 0§, 797 1.54%
615,222 19,301 3.14 631,844 - 7,701 1.22
829,546 38,320 . 4.62 845,709 33,296 3.94
11,660,508 500,666 4.29 10,530,097 435,944 " 4.14
499,666 43,862 8.78 499,669 39,633 7.93
2,162,767 149,167 6.90 1,851,422 118,038 6.38
-, e - - - -
533,742 29,173 5.47 525,461 19,234 3.66
58,002,167 3,613,434 6.23 44,667,472 .. 2,370,071 ~ 5.31
74,385,193 4,395,828 5.91 59,603,374 3,024,714 5.07
(765,853) _(608,689)
1,961,894 1,340,116 ) )
9,515,233 6,503,347
$ 85,096,467 '$ 66,838,148
$ 2,926,512 7.992 0.27 $ 2,176,025 . 4,718 0.22
2,873,955 52,842 1.84 2,931,652 30,665 1.05
19,043,326 249,589 1.31 .. 15,105,420 105,733 0.70
8,049,384 255,787 . 3.18 .4,952,292 106,034 2.14
14,662,901 438,517 2.99 11,193,122 249,477 2.23
47,556,078 1,004,727 2.11 - 36,358,511 496,627 1.37
4,462,774 130,666 2.93 4,832,194 66,301 1.37
1,054,803 - 34,150 3.24 T 'C1,413,140 41,699 2.95
- 7,175,075 - - 320,213 ‘4.46 ‘6,519,193 238,024 3.65
60,248,730 1,489,756 2.47 49,123,038 842,651 1.72
12,156,817 ? 8,656,768
2,013,089 1,510,135
10,677,831 o 7,548,207
$ 85,096,467 - $ 66,838,148 \
; ‘$ 2,906,072 3.91% : % 2,182,063 3.66%
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OPERATING RESULTS

GENERAL

Net income available to common sharehofders mcreased 35
percent in 2006. Return on average stockholders' equity for
the twelve months ended December 31, 2006, was 10.94
percent, compared to 9.37 percent for the same period in
2005. Return on average assets for the twelve months ended
December 31, 2006, was 1.41 percent, compared to 1.18
percent for the same period in 2005. Return on average

TABLE 5 — VOLUME AND YIELD/RATE VARIANCES

2006 Compared to 2005

tangible stockholders’ equity was 22.86 percent for the year
ended December 31, 2006, compared to 18.80 percent for
the year ended December 31, 2005.

NET INTEREST INCOME AND MARGIN

Net interest income (interest income less interest expense) is
Regions' principal source of income and is one of the most
important elements of Regions’ ability to meet its overall per-
formance goals. Net interest income mcreased 19 percent
in 2006.

2005 Compared to 2004

Change Due to

Change Due to

Yield/ Yietd/
{Taxable-equivalent basis - in thousands) Volume Rate Net Volume Rate Net
INTEREST INCOME ON: T
Interest-bearing deposits in other banks $ (459% 1454 $ 995 § 586 § 522 % 1,108
Federal funds sold and securities ’ :
purchased under agreements 1o resell ‘ 14,249 17,895 32,144 (207) 11,807 11,600
Trading account assets 13,946 3,475 17,421 (647) 5671 ’ 5,024
Securities: . .
Taxable 44,085 63,420 107,505 48,090 16,632 64,722
Tax-exempt (2,727) 9,826 7,099 - 4,229 4,229
Loans held for sale 8,872 18,633 27,505 20,942 10,187 31,129
Loans held for sate — divestitures © 20,087 - 20,087 - - -
Margin receivables - 727 7,641 = 8,368 © 308 3,631 9,939
Loans, net of unearned income 451,869 740,628 1,192,497 785,351 458,012 1,243,363
Total earning assets 550,649 862,972 1,413,621 854,423 516,691 1,371,114
INTEREST EXPENSE ON: -
Savings accounts . 820 3,544 4,364 1,868 - 1,406 3,274
Interest-bearing transaction accounts 5,084 12,521 17,605 (615) 22,792 22,177
Money market accounts 34,660 243,619 .278,279 33,097 110,759 - 143,856
Certificates of deposit of $100,000 or more 27,667 111,390 139,057 84,408 65,345 149,753
Other interest-bearing deposit accounts - 60,471 163,690 224,161 89,.908 99,132 189,040
interest-bearing deposits — divestitures 11,974 - 11,974 - . - -
Federal funds purchased and securities '
sold under agreements to repurchase 22,969 79,573 102,542 (5,432) 69,797 64,365
Other short-term borrowings 1,146 6,993 8,139 (11,317} 3,768 (7,549}
‘Long-term borrowings (14,799) 79,738 64,939 25,606 56,683 82,189
Total interest-bearing liabilities 149,992 701,068 851,060 217,523 429,582 647,105

Increase in net interest income

$ 400,657 $161,904 $ 562,561 $ 636,900 $ 87,109 $ 724,009

Notes:

1. The change in interest not due solely to volume or yield/rate has been allocated to the volume column and yield/rate column in propertion to the relationship of

the absolute dollar amounts of the change in each.

2. The computation of taxable net interest income is based on the statutory federal income tax rate of 35%, adjusted for applicable state income taxes net of the

related federal tax benefit.
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Regions measures its ability to produce net interest income
using the net interest margin ratio, which is net interest
income (on a fully taxable-equivalent. basis) as a percentage
of average interest-earning assets, The net interest margin is
presented on a fully taxable-equivalent basis‘to consistently
reflect income from taxable and tax-exempt loans and securi-
ties. The net interest margin increased from 3.91 percent in
2005 to 4.17 percent in 2006. Changes in the net interest
margin occur primarily due to two factors: (1) the-interest rate
spread (the difference between the taxable-equivalent yield on
interest-earning assets and the rate on interest-bearing liabili-
ties) and (2) the percentage of interest-earning assets funded
by interest-bearing.liabilities. In 2006, the net interest mar-
gin-was also positively influenced by the impact of purchase
accounting in the fourth quarter.

. Table 5 “Volume and Yield/Rate Variances” provides'addi—
tlonal Jinformation to analyze the changes in net interest
income. o

The first factor affecting: Regions' net mterest margin is the
interest rate spread. Regions’ average interest rate spread was
3.48 percent in 2006 and 3.44 percent in 2005, Both the level
of market rates and the slope of the yield curve (the spread
between short-term rates and longer-term rates), affect interest
rate spreads by influencing the pricing on most.categories of
Regions' interest-earning assets and. interest-bearing liabilities.

Beginning in mid-2004, the Federal Reserve Board began
raising short-term interestirates in respense to economic growth
and inflation concerns. These increases continued through
2005 and into the summer of 2006. The Fed Funds rate has
remained unchanged since June 2006 and was 5.25 percent
at December 31, 2006. As a result of these increases in short-
term rates without similar increases in long-term rates, the
yield curve has become inverted, with short-term rates exceed-
ing long-term rates as of the end of 2006. Regions has been
able to counter this generally unfavorable interest rate environ-
ment through prudent loan and deposit pricing-and balance
sheet positioning. Throughout 2006, Regions was in an asset
sensitive balance sheet position. The addition of the AmSouth
balance sheet served to lessen this asset sensitive position
somewhat, leaving Regions in a moderately asset sensitive posi-
tion as of December 31, 2006. Regions' interest-earning asset
yields and interest-bearing liability rates were both higher in
2006 as compared to 2005, reflecting increased average mar-
ket interest rates in 2006. In 2006, Regions’ mterest—earmng
asset yields increased 108 basis points and -interest-bear-
ing liability rates increased 104 basis points, resulting in an
increased interest rate spread compared to 2005,

The mix of interest-earning assets can also affect the inter-
est rate spread. Regions' primary types of interest-earning
assets are investment securities and loans. Interest- earn-
ing assets at December 31, 20086, totaled $121.2" bllllon
an increase of $47.0 billion over the prior year. The 2006
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year-end total included approximately $44.3 billion of inter-
est-earning assets added through the merger with AmSouth:
The proportion of interest-earning assets to total assets mea-
sures the effectiveness of management’s efforts to invest
available funds into the most profitable interest-earning
vehicles and represented 85 percent and 88 percent of total
assets at year-end 2006 and 2005, respectively. Average loans
as a percentage of interest-earning assets was 78 percent in
both 2006 and 2005. The categories which comprise interest-
garning assets are shown in Table 4. .

During 2006 and 2005, Regions used interest rate derwatlves
such as cash flow and fair value hedges of certain asset and
tiability positions. These contracts had the effect of decreasing
net interest income by $30.4 million in 2006 and increasing it
by $52.1 million in 2005, See the “Risk Management” section
later in MD&A for further detaiied discussion.

Another significant factor affecting the net interest margin
is the percentage of interest-earning assets funded by interest-
bearing liabilities. Funding for Regions’ interest-earning assets
comes from interest-bearing and non-interest-bearing sources.
The net spread on interest-earning assets funded by non-inter-
est-bearing liabilities and .stockholders’ equity is generally
higher than the net spread-on interest-earning assets funded
by interest-bearing liabilities. The percentage of average inter-
est-earning assets funded by average interest-bearing liabilities
was 80 percent in 2006 and 81 percent in 2005. This decline
positively impacted the net interest margin in 2006.

Higher spreads, combined with  growth in average inter-
est-earning - assets, as well as a positive impact from
purchase accounting, resulted in higher net interest income
in 2006. In 2007, Regions anticipates some compres-
sion -of the net interest margin as a full-year impact of the
AmSouth merger will be reflected. (The historical AmSouth
net interest margin was lower than the Regions net inter-
est margin primarily as a result of differences.in the mix of
interest-earning assets and of the deposits funding those assets;
as well as the yields earned and rates paid on those balances).

Provision for Loan Losses

The provision for loan Iosses is used to maintain the
allowance for loan losses at a level that in management’s
judgment is adequate. During 2006, the provision for loan
losses decreased to $142.5 million (0.22 percent of average
loans) due primarily to lower credit losses and management’s
evaluation of current economic factors. In addition, the 2005
provision was unusually high due to the impact of estab-
lishing an initial special reserve of $62 million for loans in
Hurricane Katrina impacted areas. The decrease in provision
during 2006 was partially offset by post-merger provision
amounts related to loans acquired in the AmSouth merger.
The resulting year-end 2006 allowance for loan losses
increased $272.4 million (including $335.8 million added
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in connection with the AmSouth transaction) to $1.1 billion.
For further discussion of the allowance for credit losses, refer
to the “Risk Management” section found later in MD&A or
Note 5, “Allowance. for Credit Losses" to the consolidated
financial statements. s
NON-INTEREST INCOME

Non-interest income represents fees and income derlved from
sources other than interest-earning assets, such as service
charges on deposit accounts, brokerage, investment banking
and trust. Non-interest income {excluding security transac-
tions} totaled $2.1 billion in 2006 compared to $1.8 billion
in. 2005. The increase in non-interest income is due primarily
to the AmSouth transaction. in addition, internally generated
service charges and brokerage and investment banking income
contributed to the increase. However, non-interest income
{exciuding security transactions) as a percent of total revenue
{on a fully taxable-equivalent basis) equaled 37 percent in
2006, compared to 39 percent in 2005. Non-interest income
has declined as a percentage of total revenue due to faster
growth in net interest income over the last two years, com-
pared to the growth in non-interest income. Contributing to
this decline, acquisition activity in recent periods has added
more net interest income relative to non-interest income to
the total revenue stream. Table & provides a detail of compo-
nents of non-interest income.

Brokerage, Investment Banking and Trust.
Regions’ primary source of brokerage, investment banking
and trust revenue is its subsidiary, Morgan Keegan. Morgan
Keegan's revenues are predominantly recorded on the broker-
age and investment banking and trust income lines of the
consolidated statements of income, while a port|on is reported
in other.non-interest income.

Morgan Keegan contributed $1.0 bllllon in total revenues
in 2006, up from $810.3 million in 2005, Approximately

TABLE 6 — NON-INTEREST INCOME

$30 million of 2006 revenue resulted from the merger with
AmSouth. Approximately half of this contribution impacted
brokerage and investment banking revenues and the other
half impacted trust revenues. .

Brokerage and investment banking income is 5|gn|f|cant|y
affected :by economic-and market conditions. .Total broker-
age and investment banking revenues increased 23 percent
to $677.4 million in 2006 from $548.7 million.in 2005.

- Excluding the impact of the AmSouth merger, brokerage and

investment income increased 21 percent.or $114 million
in 2006 compared to 2005. The increase in brokerage and
investment income in"2006 resulted primarily from strong
private client income streams, strong equity capital markets
and fixed income capital markets banking activity through-
out 2006 and a continuing focus on asset management and
investment advisory revenues.in 2006. As of December 31,
2006, Morgan Keegan,employed over 1,200 financial advi-
sors. Customer assets under management were approximately
$76 billion at year-end 2006, including $7 billion added in
the AmSouth merger, compared to approximately $56 billion
at year-end 2005,

 Revenues from the private client division, which was.the
top revenue producing line of business, totaled $305.1 mil-
lion, or 30-percent of Morgan Keegan's total revenue in 2006.
The private client line of business benefited from continued
improvement in equity markets as well as the increased num-
ber of financial advisors and branch outlets in 2006. Fixed
income capital markets and equity capital markets.revenue
totaled $187.4 million and $103.3 million in 2006, respec-
tively. The asset management division produced $149.5
million of revenue in 2006. Regions Morgan Keegan Trust
division produced revenue of $131.2 million in 2006.

Trust income increased 18ipercent in 2006 driven by
higher asset values, increased fees, and additional activity
from trust accounts added through the AmSouth merger in
the fourth quarter.

Lo Year Ended December 31

(In thousands) 2006 - ! 2005 o 2004
NON-INTEREST INCOME: ' . - o .

- Brokerage and mvestment banking $ 677,427 -$ 548662 % '535,300
Service charges on deposit accounts ! " 649,392 518,388 418,142
Trust department income 150,182 127,766 102,569
Mortgage servicing and origination fees 133,171 145,304 128,845
Net securities gains (losses) o 8,123 (18,892) 63,086
Qther ' 443,809 - 492 204 - 414,489

$ 2,062,104 $ 1,813,432 .$ 1,662,431
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Table 7 shows the components of the contribution by Morgan Keegan for the years ended December 31, 2006, 2005 and 2004.

H

TABLE 7 — MORGAN KEEGAN

1

-+ Year Ended December 31

{In thousands) 2006 - 2005 2004
REVENUES: ' e ’ o
Commissions, $ 242,872 $ 201,729 $ 179,100
Principal‘tfansactions : 156,019 142,150 185,113
Investment banking Vo v oC . 152,858 . 117,152 2 .- 103,895
Interest 139,745 - 85,234 © . 56,110
Trust fees'and services 131,215 - . 103,218 ' 86,972
Investment advisory 149,174 123,'294' 88.036
Other ~ ' . 56,788 37,476 _ 27,972
Total revenues - ' : 1,028,671 . 810,253 727,198
EXPENSE: , . .
Interest expense . 87,046 55,237 28,886
Non-interest.expense . ' ' 702,913 594,305 -~ 564,420
Total expenses ' 789,959 " 649/542° ' 593,306
Income béfore income taxes " 238,712 160,711 ' 133,892
Income taxes = L 87,625 59,018 50,257
Net income . $ 151,087 $ 101,693 . $ 83635
MORGAN KEEGAN REVENUE BY DIVISION . .
‘ ‘. S ) . .. Year Ended December 31 y '
R . , Fixed Income Equity |, . S ‘
, Private Capital Capital Regions Investment . Interest
{Dollars in thousands} Client Markets Markets ~ MK Trust’ Advisory©  and Other
2006 .. N T -k ' o . ) . . .‘ " . ‘ - ' Coar
Gross revenue . - _ + %$.305,098 $ 187,425 _$1103,282 $ 131,218 % 149,511 $ 152,137
Percent of gross revenue o 29.7% 18.2% 10.0% 12.8% -145% . 14.8% -
2005 e : R
Gross revenue $ 248,397 $160,062 ' $ 86,478 $ 103,225 $125410 $ 86,681
Percent of gross revenue . 30.7% . 19.8% 10.7%  12.7% 15.5%  10.6%
2004 - - . . o - ; P .o ' "
Gross revenue - - ' $ 228,693 -$188,031 $ 69971 % 86,972 - % 92835 $ 60,606

_Percent of gross revenue

31.4% 25.9%

9.6% 12.0%

128% = - 83%

!
i
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Service Charges on Deposit Accounts

Service charge income increased 25 percent to $649 4 mil-
lion in 2006 from $518.4 million in 2005. An increase in
the number of total deposit accounts, as well as a revised
fee schedule and the addition of new accounts in connection
with the AmScuth merger during the fourth quarter are the
primary reasons for the 2006 increase.

Mortgage Servicing and Origination Fees

The primary source of income in this category.is Regions’
mortgage banking division, including Regions Mortgage (a
division of Regions Bank)}-and EquiFirst. Regions Mortgage's
primary business and source of income is the origination and
servicing of mortgage loans for long-term investors. EquiFirst
typically originates non-conforming mortgage loans, which are
sold to third-party investors with servicing released. Net gains
or losses related to the sale of mortgage loans are included in

other non-interest income.

In 2006, mortgage servicing and orlgmatlon fees decreased
eight percent, from $145.3 million in 2005 to $133.2 million
in 2006, primarily due to a rising mortgage rate environment
which decreased loan demand and resuited in tighter inter-
est rate spreads. At December 31, 2006, Regions' servicing
portfollo totaled $43.0 billion and included approximately
397,000 loans. Of this portfolio, $30.4 billion were serviced
for third parties. At December 31, 2005, the servicing port-
folio totaled $37.2 billion.

Regions Mortgage and EquiFirst, through‘thelr retail, cor-
respondent lendmg and wholesale operations, produced
mortgagetloans',totaiing $16.4 billion in 2006 compared
to $16.0 billion in 2005. Regions Mortgage and EquiFirst
produce loans from offices in Alabama, Arizona, Arkansas,
Florida, Georgia, lllinois, Indiana, lowa, Kentucky, Louisiana,
Mississippi, Missouri, North Carotina, South Carolina,
Tennessee and Texas. As previously mentioned, on January 19,
2007, Regions signed a definitive agreement to sell EquiFirst

to Barclays Bank PLC. This transaction is expected to close in'

the first half of 2007.

Net Securities Gains (Losses)

Regions reported net gains of $8.1 million from the sale of
available for sale securities in ‘2006, as compared to net
losses of $18.9 million in 2005: The 2006 gains were pri-
marily related to the sale of agency and mortgage-related
securities in conjunction with balance sheet management
activities.

Other Income

The largest components of other income include fees and
COMmMIssions, insurance premiums, customer derivative fees,
and net gains related to the sale of mortgage loans. Qther
income decreased $48.4 million in 2006 compared to 2005
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primarily due to ardecrease in gains on sale of mortgage

loans. This decline was partially offset by increases in fees
and commissions income. Please refer to Note 17, "Other
Non-interest Income and Expense” to the consolidated finan-
cial statements for an analysis of the significant components
of other income. ‘

Fees and commission income increased 18 percent to
$160.7 million in 2006, compared to $136.3 million in 2005.
The increase is due primarily to an increase in ATM income

. resulting from the conversion of Union Planters accounts.

Insurance premium and commission income increased
seven percent 1o $85.5 million in 2006, compared to $79.7
million in 2005. This increase is primarily due to increased
revenue from commissions related to new business produc-

tion, acquisitions, and increased cross-selling efforts with

Regions' banking and brokerage segments. Partially offsetting
this increase was a decrease in contingent commissions.

" Customer derivative revenue increased to $43.4 million
in 2006 from $27.7 million in 2005 primarily as a result of
continued improvements in the sales process and a faverable
yield curve environment. Regions assists commercial custom-
ers by executing capital market products inciuding interest
rate swaps, caps and floors on their behalf. Typically, Regions
hedges this risk by entering into derivative positions which
limit its exposure to customer derivative products. These
exposurés are marked-to-market on a daily basis.

In 2006, net gains related to the sale of mortgage loans
held for sale totaled $43.1 million ($10.8 million related to
Regions Mortgage and $32.3 million related to EquiFirst}. For
the year ended December 31, 2005, gains totaled $157.6
million. The decrease of $114.5 million in gains during 2006
primarily resulted from lower spreads on sale transactions
during the year and the impact of rising early payment defaulit
reserves on net gains.

Also included in 2006 other income is a2 $13.1 million
pre-tax gain on the exchange of New York Stock Exchange
seats for stock. '

NON-INTEREST EXPENSE

The largest components of non-interest expense are salaries
and employee benefits, net occupancy expense, furniture and
equipment expense and other non-interest expense. Total non-
interest expense increased $267.1 million, or nine percent,
to $3.3 billion in 2006, related primarily to the AmSouth
merger. Merger-related expenses represent $88.7 million of
the 2006 total and $168.8 million of the 2005 total of $3.0
billion. Excluding merger expenses, total non-interest expense
increased $347.2 million, or 12 percent, in 2006.

Table 8 presents major non-interest expense components,
both including and excluding merger-related expenses, for
the years ended December 31, 2006, 2005 and 2004,
Management believes Table 8 is useful in evaluating trends
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TABLE 8 — NON-INTEREST.EXPENSE {INCLUDING NON-GAAP RECONCILIATION) Lo

]
(In thousands)

NON-INTEREST EXPENSE: .
Salaries and employee.benefits -
-Net occupancy expense .
Furniture and equipment expense : o -
Other expenses -

nl

. S
oL o0 T ! "

fin’ thousands)

NON INTEREST EXPENSE , :
- Salaries and employee benefits v
Net occupancy expense S LT
Furniture and equipment expense ‘
" Other-expenses C

(In tﬁo’usandsi ‘
NON-INTEREST EXPENSE: . |
Salaries and employee benefits
Net occupancy expense L
Furniture and eqmpment expense . o

' Other expenses ol

B . 1

RN ! L . \
in non-interest expense. See Table 3 for further d|scu551on of
non-GAAP fmanma| measures, ' e .
Salaries and Employee Benefts
Total salaries and employee henefits mcreased $184 0 mil-
lion; or 11 percent, in 2006, The increase was due.primarily
to the November addition of approximately 12,000 AmSouth
associates, normal annual compensation adjustments, and
higher incentive payouts. Excluding merger-related charges of
$65.7 million in 2006 (related to the AmSouth merger), and
$73.6 million in 2005 (related to the Union Planters merger),
salaries and benefits increased 12 percent in 2006. =
At December 31, 2006, Regions had approximately’' 36,000

full-time equivalent employees, compared to approximately
25,000 at December 31, 2005, resultmg primarily from per—
sonnel added in the AmSouth merger. . : T

+ Regions provides employees who meet éstablished employ-
ment requirements with a benefits package which includes
AQ1(k), pension, and medical, life and disability insurance

As Reported (GAAP)

2006 : 2005 2004 -
'$ 1,922,990 $ 1,739,017, $.1,425,075
259,978 224,073 . 160,060
162,296 132,776 £ 101,977
968,767 951,090 784,271
_ $ 3,314,031 $ 3,046,956 $ 2,471,383

Merger-Related Charges

2006 2005 2004
$ 65693 $. 7355 . . $ 16131
- 3473 . 5053 . . . 1725
427 . 536 - 168
19,066 89,636 | 32,449
$ 88,659 $ 168,781 $ 50,473

o © - - As Adjusted (non-GAAP) - .

: 2006 © 2005 - ‘ - 2004
$ 1,857,297 $ 1,665,461 $ 1,408,944
256,505 219,020, - 158,335
161,869 132,240 101,809
' 1 949,701 861,454 - 751,822
$3,225.372 $ 2,878,175 $ 2,420,910

plans.'In addition, AmSouth also had-a benefits package which
included 401(k), pension, and medical, life and disability
plans. New enrotiment in-the legacy AmSouth pension plan
ended effective November 4, 2006. Employees enrolled as of
November 4, 2006, will continue to be active in the plan, but
no additional participants wiil be added. New enrollment in the
Regions pension plan ended effective December 31, 2000.
Regions' 401(k) plans include-a company match of eligible
employee contributions. At December 31, 2006, this.match
totaled 100 percent of the eligible employee contribution {up
to six percent of compensation) and was-invested in Regions
common stock (see Note 16, “Pension and Other Employee
Benefit Plans” to the consolidated financial statements).

" There are various incentive plans in place in each of Regions’
business segments which are tied to the performance levels
of Regions' employees. At Morgan Keegan, commissions and
incentives are a key component.of compensation, which is
typical in the brokerage and investment banking industry. In
general, incentives are used.to reward employees for selling
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products and services, for productivity improverments and
for achievement of corporate financial goals. Regions' long-
term incentive plan provides for the granting of stock options,
restricted stock and performance shares (see Note 15, “Share-
Based Payments” to the consolidated financial statements).

Payroll taxes increased due to the additional number of
associates combined with'the increase in the Social Security
tax base and increased salary levels.

Net Occupancy Expense

Net occupancy expense includes rents, depreciation and
amortization, utilities, maintenance, insurance, taxes and
other expenses of premises occupied by Regions and its affili-
ates. Net occupancy expense increased 16 percent, or $35.9
million, in 2006 due primarily to expenses added in connec-
tion with the AmSouth acquisition, new and acquired branch
offices and rising price levels (see Note 7, “"Premises and
Equipment” to the consolidated financial statements).

Furniture and Equipment Expense

Furniture and equipment expense increased 22 percent, or
$29.5 million, in 2006 due to expenses added in connection
with the AmSouth merger, and equipment for new branch
offices.

Other Non-interest Expenses

Significant compaonents of other non-interest expense include
legal and other professional fees, advertising and business
development, amortization and impairment of mortgage ser-
vicing rights, amortization of identifiable intangible assets,
impairment {recapture) of mortgage servicing rights, and com-
munication expense, Other non-interest expense increased
two percent, or $17.7 million, in 2006. Excluding merger
expenses of $19.1 million in 2006 and $89.6 million in
2005, other non-interest expense increased $88.2 miilion,
or 10 percent, in 2006. The increase was primarily due to
a $48.0 million increase in impairment of mortgage servic-
ing rights and-an $18.3 million increase in the amortization
of identifiable intangibles (primarily related to intangibles
added in the AmSouth merger),. partially offset by a reduc-
tion in legal and other professional fees and amortization of
mortgage servicing rights. Refer to Note 17, "“Other Non-

Interest Income and Expense” to the consclidated financial .

statements for an analysis of the significant components of
other non-interest expense. "5

Legal and other professional fees expense is comprised of
fees related to legal, audit, consulting and other professional
fees. Legal and professional fees.declined to $101.8 million
in 2006 compared to $120.C million in. 2005. The decline
can primarily be attributed to a decline in consulting fees and
miscellaneous other professional fees during the year. The
decline in consulting fees is attributable to fees incurred in
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- the last’ half of 2005 for the development of efficiency and

revenue-enhancing initiatives implemented in 2006.

Amortization expense related to mortgage servicing rights
declined to $70.6 million in 2006 compared to $84.5 million
in 2005 and impairment of the mortgage servicing rights asset
was $16.0 million in 2006 compared to a recapture of the
MSR vaiuation allowance of $32.0 million in 2005, Mortgage
rates rose throughout 2005 and into the first half of 2006
and then began to decline in the latter half of 2006. As rates
rose, assumed prepayment speeds slowed as did amortization
of the MSR asset. In addition, Regions recorded a $3.7 mil-
lion permanent impairment of the MSR asset in the second
quarter of 2006. The combination of these factors resulted
in overall lower amortization expense in 2006 compared to
2005. However, when rates began to decline in the latter half
of 2006, impairment of the MSR asset was recognized as pre-
payment speeds began to increase again.

Amortization of identifiable intangible assets increased 38
percent to $66.6 million in 2006. The increase was related to
amortization of core deposit intangibles recorded in connection
with the AmSouth merger.

During 2006, Regions incurred a net $6.5 mitlion loss on the
early extinguishment of debt related to the call of Regions trust
preferred securities and Federal Home Loan Bank (“FHLB")
advances. '

INCOME TAXES

Regions' provision for income taxes for 2006 increased
$184.3 million compared to 2005 primarily due to the 2006
merger with AmSouth coupled with increased consolidated
income in 2006. Regions’ effective tax rate for 2006 was
30.9 percent, as compared to 29.6 percent in 2005,

From time to time Regions engages in business plans that
may also have an effect on its tax liabilities. While Regions
has obtained the opinion of advisors that the tax aspects
of these strategies should prevail, examination of Regions’
income tax returns or changes in tax law may impact the tax
benefits of these plans.

-Periodically, Regions invests in pass- through investment
vehicles that generate tax credits; principally low-income
housing credits and non-conventional fuel source credits,
which directly reduce Regions' federal income tax liability.

- Congress has enacted these tax credit programs to encourage

capital inflows to these investment vehictes. The amount of
tax benefit recognized from these tax credits was $31.2 mil-
{ion in 2006 compared to $47.6 million in 2005.

During the fourth quarter of 2000, Regions recapitalized a

- mortgage-related subsidiary by raising Tier 2 capital, which

resulted in a reduction in taxable income of that subsidiary
atiributable to Regions. The reduction in the taxable income
of this subsidiary attributable to Regions is expected to result
in a lower effective tax rate applicable to the consolidated




income before taxes of Regions for future periods. The impact
on Regions’ effective tax rate applicable to consolidated
income before taxes of the reduction-in the subsidiary’s tax-
able income attributable to Regions will, however, depend
on a number of factors, including, but not limited to, the
amount of assets in the subsidiary, the yield of the assets in
the subsidiary, the cost of funding the subsidiary, possible
-loan losses in the subsidiary, the level of expenses of the
subsidiary, .the levei of income attributable to obligations
of states and political subdivisions, and various other fac-
tors. The amount of federal and state tax benefits recognized
related to-the recapitalized subsidiary was $70.3.million in
2006 ($59.1 million federal) compared to $54 7 million in
2005 ($41.9.miltion federal). e
» Regions has segregated a portion of its mvestment securities
and inteilectual property into separate legal entities in-order
to, among other business purposes, protect such tangible
and intangible assets from inappropriate claims of Regions'
creditors, and to maximize the return on such assets by the
professional and focused management thereof. Regions has
recognized state tax benefits related to these legal entities of
$37.8 million in 2006 compared.to $27.6 million in 2005,
Regions’ federal and state income tax returns for the years
1998 through- 2005 are open for review and examination
by governmental autherities. In the normal course of these
examinations, Regions is subject to challenges from govern-
mental authorities regarding amounts of taxes due. Regions
has received notices of proposed adjustments relating to taxes
due for the years 1998 through-2003; which includes pro-
posed adjustments relating to an increase in taxable. income
of the mortgage-related subsidiary discussed above and to the
proper tax treatment of certain leveraged lease transactions
that were entered into during the years under examination,
Regions ‘believes adequate provision for income taxes has
been recorded for all years open for review and. intends to vig-
orously contest the proposed adjustment;s. To the extent that
final resoiution of the proposed adjustments results in signifi-
cantly different conclusions from Regions' current assessment
of the proposed adjustments, Regions’ effective tax rate in
any given financial reporting period may be materially differ-
ent from its current effective tax rate. }
Management's determination of the realization of .the
deferred tax asset is.based upon management's. judgment
of various future events and uncertainties, including the
timing, naturé and amount of future income earned by cer-
tain subsidiaries and the implementation of various plans to
maximize realization of the deferred tax asset. Management
believes that the subsidiaries will generate sufficient operat-
ing earnings to realize the deferred tax benefits. However,
management does not believe that-it is more-likely-than-not
that all of its state net operating ‘loss carryforwards will be
"realized. Accordingly, a valuation allowance has been estab-
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lished in the amount of $16.1 million against such benefits
in 2006 compared to $12.6 million in 2005. A valuation
allowance against the benefits of capital loss carryforwards
in the amount of $55.2 miflion in 2005 has been reduced
to $0 in 2006, The FHLB of Cincinnati, in accordance with
its Capital Plan, exercised its right to repurchase Regions’
excess capital stock balance during the second quarter of

20086, which resulted in a capital loss carryforward reduction -

and corfesponding reduction to the valuation allowance in the
amount of $35. 5 million. Furthermore, in the third quarter of
2006, it was determined that additional capital gains were
utilized on the 2005 consolidated tax return thus reducing
the capital loss carryforward and corresponding valuation
allowance in the amount of $19.7 million.

See Note 1, “Summary of Significant Accounting PO|IC!€S
and Note 18, “Income Taxes" to the consolidated financial
statements for additional information about the provision for
income taxes. . ’

BALANCE SHEET ANALYSIS

At December 31, 2006, Regions reported total assets of
$143.4 billion compared to $84.8 biilion at the end of 2005.
Loans and deposits acquired in the merger with AmSouth were
the primary drivers of the Company’s balance-sheet growth.
In addition to the acquired balances, certain types of loans
experienced solid growth resulting from increased business
development efforts and a sound economy. Internally gener-
ated asset growth was funded by solid deposit growth, mainly
certificatés of deposit and money market balances.
Loans

Regions' primary earning assets are loans, net of unearned

income, which represent 78 percent of total earning assets’

at December 31, 2006. Lending at Regions is generally orga-
nized along three functional lines: commercial loans (including
financial and agricultural), real estate loans and consumer
loans, The composition of the portfolio by these major cat-
egories, with real estate loans further broken down between
mortgage and construction loans, is presented in Table 9.

Year-end loans, net of unearned income, increased sig-
nificantly in 2006 due in large part to $34.8 billion of loans
added in the merger with AmSouth. See Table 1 for 2 summary
of assets, including loans, and liabilities added in connection
with the AmSouth merger in 2006. Excluding loans added
in the merger and student loans reclassified to held for sale,
2006 ending loans increased three percent versus.2005.
Within total loans, growth stemmed mainly from commercial
and constructibnrlending. However, this growth was offset
by reduced real estate lending demand in certain markets;
prepayments of home equity lines of credit related to the
rising short-term interest rate environment, and management’s
efforts to maintain balance within the loan portfolio.
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TABLE 9 — LOAN PORTFOLIO o

December 31 "

(In thousands, net of unearned mcome) 2006 2005 2004 - 2003 2002
Commercial $ 24,145",‘4‘11. $ 14,7?8,006_ $ 15,028,015 $. 9754588 $ 10,66‘7,855
Real estate — mortgage- . 38,622,197 . 27,034,924 27,639,913 12,977,549 11,039,552
Real estate - construction 14,121:030 7,362,219 5,472,463 3,484,767 - 3,604,116
Consumer : -« 17,661,964 9,279,764 9,386,563 5,967,419 5674251
@t 7T $'94,550,602  $ 58,404,913 § 57,526,954 $ 32,184,323 $°30,985,774

. . o t | it |

Commercial Loans —.Commercial loans.represent loans to
commercial customers for use in normal.business operations
to finance working capital needs, equipment purchases or other
expansion projects. In total, commercial-loans increased $9.4
billion during the year, to $24.1 billion as of December 31,
2006. Growth-was driven primarily by $7.0 billion of commer-
cial {oans added in the merger with AmSouth. Internal growth
from new customer acquisitions and increased line utlllzatlon
added $2.4 billion to the year-end total. . ** - ° :

Real Estate Mortgage Loans — Real estate mortgage loans

consist of loans to businesses for long-term financing .of
land and buildings, loans on one- to four-family residential
properties, loans to mortgage banking companies (which are
secured primarily. by loans on one- to four-family residential
properties and are known as warehoused mortgage loans) and
various other.loans secured by real estate. Loans in this cate-
gory increased $11.6 billion to $38.6 billion, iargely a.result
of loans added from the merger with AmSouth. Excluding
acquired loans, real estate mortgage loans declined five per-
cent versus 2005. .
- Within the real estate mortgage loan category, commer-
cial real estate balances decreased. in 2006 due to general
softening of market demand combined with the Company's
continued focus on maintaining a balanced Ioan portfolio.
Demand for residential first mortgage loans was somewhat
stronger, as momentum from 2005 carried over to some
extent into the early months of 2006. However, as the year
progressed, this trend slowed reflecting.a weakening housing
market and generally higher mortgage rates.; '

Real Estate Construction Loans'— Real estate construction
loans are loans to individuals, companies:or, developers used
for the purchase or:construction of a commercial property- for
which repayment will be generated by-cash flows related to the
operation, sale or refinance of the property. As of December
31, 2006, real estate construction loans outstanding totaled
$14.1 billion, an increase of $6.8 billion over the prior year,
driven by both loans acquired in.the' AmiSouth merger and
strong internal growth stemming from increased construction
project financing opportunities. Excluding acquired loans,
real estate construction loans increased 21 percent versus
2005. Substantially all-of Regions' real estate construction
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portfolio is comprised of loans to finance residential develop-
ment, including land loans, within' Regions' markets; loans
for construction projects that have-been presold, preleased or
otherwise have secured permanent financing; and loans to real
estate companies that have significant equity invested in.each
project and offer substantive and meaningful guarantees.
Consumer Loans - The consumer loan category is com-
prised of home equity lines of credit, indirect installment
loans.(mainly dealer indirect loans) and ‘other consumer ioans
and lines, including student loans. As a whole, consumer
loans increased $8.4 billion during 2006 to $17.7 billion
at the end of 2006. However, excluding acquired balances
and $625 million of student loans which were reclassified to
held-for sale. near year-end, total consumer loans decreased
nine percent year over year. Driving the decrease in consumer
loans, demand for home equity lines of credit declined in
2006 as a result of increases-in the short-term interest rates
to which. the rate on these variable-rate products are tied.
Outstanding home equity fines (excluding those acquired),
decreased $484.8 million, or nine percent, for the year ended
December 31,2006. Excluding acquired balances and reclas-
sified loans, other-consumer loans decreased eight percent in
2006 versus 2005, largely influenced by competition from
offers of low-rate financing from automoblle makers with
regard to automobile loans, ‘
Loans Held for Sale i . ' : y
At December 31, 2006, loans held. for sale totared $4 9 bil-
lion, $1.6 billion of which are related to loans to be sold in
required branch divestitures related to the AmSouth acquisi-
tion."Regions expects that these branch sales will close in the
first quarter of 2007. The remaining $3.3 billion are residen-
tial real estate mortgage loans in the process of being sold
to third-party investors and student toans. At December 31,
2005, loans held for sale totaled $1.5 billion and consisted
solely of residential real estate.mortgage loans in the process
of being soild-to third-party investors. The increase in loans
held for sale, excluding those loans to be divestedr was due to
higher arigination volumes at EquiFirst in 20086, resulting in a
targer inventory of loans in the process of being sold at year-
end, as well as student loans in the process of being sold.
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Loans Maturing

Within After One But After

(In thousands) One Year Within Five Years Five Years Total
Commercial $ 13,411,561 $ 9,344,417 - $ 3,694,093 $ 26,450,071
Real estate — mortgage 4,130,646 8,368,041 4,116,833 16,615,520
Real estate - construction 7,637,295 5,171,642 1,334,719 14,143,656
) $ 25,179,502 $ 22,884,100 $ 9,145,645 ©$ 57,209,247

Predetermined ,Variabie

Rate Rate
Due after one year but within five years $ 8,383,293 ) $ 14,500,807
Due after five years . 5,096,589 4,049,056
' ' : $ 13,479,882 $ 18,549,863

(1) Excluding residential real estate mortgage loans and consumer loans.

Allowance for Credit Losses

The allowance for credit losses represents management’s
estimate of credit losses inherent in both the loan portfolio
_and related to unfunded commitments, as of the balance
sheet date. At December 31, 2006, the allowance for credit
losses totaled $1.1 billion or 1.17 percent of total loans net
of unearned income, compared to $783.5 million or 1.34
percent at year-end 2005. See Allowance for Credit Losses in
the “Risk Management” section, found later in MD&A, for a
detailed discussion of the allowance.

Securities

Regions utilizes the securities portfolio to manage liquidity,

interest rate risk, regufatoryw capital, and to take advantage
of market conditions to generate a favorable return on invest-
ments without undue-risk. The portfolio consists primarily of
high-quality mortgage-backed and asset-backed securities, as
well as U.S. Treasury 'and Federal agency Securities. Securities
represented 13 percent of total assets at December 31, 2006,

TABLE 11 — SECURITIES

N 1 R PR

compared with 14 percent at December 31, 2005. in 2006,
total securities, which are nearly all classified as available
for sale, increased $6.6 billion, or 55 percent, due primarily
to securities acquired from AmSouth's portfolio. To improve
the combined Company’s interest rate sensitivity positioning,
approximately $5 billion of securities that had been in the
AmSouth portfolio were sold arcund the time of the merger.
The proceeds were used to reduce wholesale borrowings. The
“Interest Rate Risk” section, found later.in MD&A, further
explains Regions' interest rate risk management practices.

" Absent the acquisition of AmSouth's securities, the total secu-
rities portfolio decreased marginally. The average rate earned
on securities available for sale was 5.03 percent in 2006 and
4,47 percent in 2005, Table 11 illustrates the carrying values
of securities by category.,

At December 31, 2006, securities avallable for sale mcluded a
net unrealized loss of $115.3 million, which represented the dif-
ference between fair value and amortized cost. The comparable
amount at December 31, 2005, was a net unrealized loss

*
d e

December 31

(In thousands) 2006 2005, 2004,
SECURITIES: N '
U.S. Treasury securities $ ' 400,065 $ 262,437 $ 819,745
Federal agency securities . 3,752,216 3,153,736 -3,587,104
Obligations of states and political subdivisions 788,736 447,195 569,060
Mortgage-backed securities 12,777,358 7,427,886 6,980,513
Other debt securities 80,980 108,163 179,374
Equity securities 762,705 579,857 480,793
' $ 18,562,060 $ 11,979,274 _$ 12,616,589
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TABLE 12 — RELATIVE CONTRACTUAL MATURITIES AND WEIGHTED-AVERAGE YIELDS FOR SECURITIES

v

Securities Maturing

After One - After Five
. - Within But Within But Within After .
{DoMlars in thousands) One Year Five Years Ten Years Ten Years Total
SECURITIES: . .
U.S..Treasury securities . . * $ 12531 $ 212528 $. 171,736 & 3270 % 400,065
Federal agency securities 366,125 1,076,512, 2,289,124 20,455 3,752,216
Obligations of states and
- political subdivisions 19,951 196;591 460,263 111,931 788,736
Mortgage -hacked securltles . 559 66,756 1,462,772 11,247,271 12,777,358
Other debt securltles 4,590 35,007 4,292 37,091 80,980
$ 403,756 $ 1,587,394 $ 4,388,187 § 11,420,018 §$ 17,799,355
_ Weighted-average yield 3.71% 4.43% 4.95% 5.18% 5.03%
Taxable-equivalent adjustment for '
calculation of yleld $ 437 % 4307 % 10,085 § 2,453 % 17,282

Note: The welghted average ylelds are calcutated on the basis of the yield o matunty based on the book value of each security. Wetghted average yields on tax-
exempt gbligations have been computed on a futly taxable-equivalent basis using a tax rate of 35%. Yields on tax- exempt obligations have not been adjusted for the
nen-deductible portion of interest expense used to finance the purchase of tax-exempt obligations. » L ) "

of $139.6 million. The decrease in net uhrealized loss at
December 31, 2006 reflects purchases, maturities and sales
throughout the year and the impact on bond prices of increases
in interest rates during 2006. Net unrealized gains and losses
in the securities available for sale portfolio are inctuded in
stockholders’ equity as accumulated other comprehenswe
income or loss, net of tax, ‘
- Maturity Analysis - The average life of the securities portfo-
lio, at December 31, 2006, was estimated to be 4.1 years with
a duration of approximately 3.3 years. These metrics compare
with an estimated average life of 3.7 years with a’duration
of approximately 3.1 years for the portfolio at December 31,
2005. Table 12 illustrates the securities portfolio's contrac-
tual maturities and weighted-average yields,

Portfolio Quality — Regions' investment policy stresses
credit quality and liquidity. Securities rated in the highest
category by nationally recognized rating agencies and securi-

B

-

ties backed by the U.S. Government and its agencies, both
on a direct and indirect basis, represented approximately 98
percent of the investment portfolio at December 31, 2006.
State, county, and local municipal securities rated below
single A or which are non-rated represented ]ust 0.1 percent
of total securities at year-end 2006,

Trading Account Assets

Trading account assets increased $450.9 million to $1.4 bil-
lion at December 31, 2006. Trading account assets, which
consist of U.S. Government agency and guaranteed securitie:é,
and corporate and tax-exémpt securities, are held at Morgan
Keegan for the purpose of selling at a profit-and are carried
at market value with changes in market value reflected in the
consolidated -statements of income. Table 13 details the car-
rying value of trading account assets by type of security.

TABLE 13 — TRADING ACCOUNT ASSETS Tt
. December 31 .
(In thousands) - ’ . 2006 2005
TRADING ACCOUNT ASSETS: _ ~
U.S. Treasury and Federal agency securities $ 924,796 $ 598,222
Obligations of states and. political subdivisions - - - 250,963 o 181,467
Other securities : T 267,235 . 212,393
$ 1,442,994 $ 992,082
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Margin Receivables

Margin receivables totaled $570.1 million at December 31,
2006 and $527.3 million at December 31, 2005. Margin
receivables represent funds advanced to brokerage custom-
ers for the purchase of securities that are secured by certain
marketable securities held in the customer's Brokerage

account. The risk of loss from these receivables is minimized

by requiring that customers maintain marketable securities
in the brokerage account which have a fair market value sub-
stantiaiiy in excess of the funds advanced to the customer.
Premises and Equipment ° - R
Premises and equipment at December 31, 2006 increased by
$1.3 billion from the prior year. This increase resulted from
the addition of $1.3 billion in premises and equipment related

to acquired AmSouth properties and from the construction of ,
* 35 new branches during 2006. The Company plans to build -

approximately 50 branches in 2007 in high-growth markets,
mainly in Florida. : .

Excess Purchase Price

Excess purchase price at December 31, 2006 totaled $11.2
billion as compared to $5.0 billion at December 31, 2005.
The significant increase in this balance is related to the
AmSouth merger. See Note 2, “Business Combinations” to
the consolidated financial statements for a- summary of the
AmSouth-related excess purchase price.

Mortgage Servicing Rights

Mortgage servicing rights at December 31, 2006 totaled
$374.9 million compared to $412.0 million at December 31,

2005. A summary of mortgage servicing rights is presented in
Table 14, The balances shown represent the right to service
mortgage loans that are owned by other investors and include
original amounts capitalized, less accumulated amortization
and a valuation allowance. Impacting the valuation allowance,

TABLE 14 — MORTGAGE SERVICING RIGHTS
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$3.7 million in permanent:impairment of servicing assets
was recognized during the second quarter of 2006 when pre-
viously recognized impairment was deemed unrecoverable.
The carrying values of mortgage servicing rights are affected
By various factors, including prepayments of the underlying
mortgages. A significant change'in prepayments of mortgages
in the servicing portfolio could result in significant changes
in the valuation adjustments.

The mortgage servicing rights valuation allowance mcreased
by $11.8 million in 2006, due to lower mortgage rates and
corresponding increased prepayment speeds in the last half
of the year, partially offset by the permanent impairment rec—
ognized in the second quarter of 2006.

Other Identifiable Intangible Assets

Other identifiable intangible assets totaled $957.8 million at
December 31, 2006, compared to $314.4 million at December
31, 2005. The increase from 2005, net of amortization of pre-
viously existing intangibles, is attributable to the addition of
$704.0 million of core deposit intangibles in connection with
the AmSouth transaction. See Note 8, “Intangible Assets" to
the consolidated financial statements for further information.

. DEPOSITS .. . v

Deposits are Regions' primary source of funds provudlng
funding for 81 percent of average earning assets in 2006
and 80 percent in 2005. Deposits and-deposit growth were
significantly impacted by the merger with AmSouth in 2006,
The.AmSouth merger added $37.6 billion of total deposits in
2006. The impact of deposits added in connection with: the
AmSouth merger is a primary factor in the discussion of vari-
ances between 2006 and 2005. The-$37.6 billion of deposits
added through the 2006 acquisition of AmSouth consisted of
$7.7 billion of non-interest-bearing deposits and $29.9 bil-
lion of interest-bearing deposits. Average deposits increased
$7.8 hillion, or 13 percent, in 2006.

De.cember,31

2006

{In thousands) - - . 2005 2004
Balance at beginning of year $ 441,508 $ '458,053 $ 166,346
Added in connection’ W|th acqunsution ' - S " 352,574
_Sale of servicing assets . ' {4,786} (4,007) ‘ (68,795)
" Amounts capi_talized . 53,777 .- 71,968 70,745
Permanent impairment {3,719) - -
- Amortization (70,563) (84,506) . (62,817)
416,217 441,508 458,053
Vaii.iation allowance (41,346) (29,500) (61,500)
Balance at end of year - $ 374,871 $ 412,008 $ 396,553
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TABLE 15 — Avennce_oei"os_'rre " S

PR N A AT A

December 31

2006

{In thousands) L 2005 2004
Non-interest-bearing demand DI $ 13 874 459_ '$ 12,156,817 $ .,8,656;768
Non-interest-bearing demand - dlvestrtures ‘ - 91,135 ‘ C - -
Total non-interest bearing, deposits. SRR 4 13,965,594 12,156,817 8,656,768
Savings accounts - * ;- -o- 0 Toishg i oo 3,208,123 2,926,512 2,176,025
Interest-bearing transaction accounts _ o 3,133,768 2,873,955 2,931,652
Money market accounts .- 5.+ .:. . ¢ i . 21,426,701 19,043,326 "15,105,420
Certificates of deposit, of$100 000 0 of rnore . o7 8,855,396 8,049,384 . . 4,952,292
Other interest-bearing deposrts S f‘ p -’16;51'4,223 14,662,901 ' .11,193,122
Interest-bearing deposits - drvestrtures ’ - 365,642 - -
Total interest- bearing deposrt_s. .. 53,500,853 47,556,078 36,358,611
o - . A1 $.67,466,447 - $ 59,712,895 $ 45,015,279

-

Regions competes with other bankrng ancl fmanual services

companies for a share of the deposit market Regrons ability’to

compete in the deposit market depends. heavrly on how effec-
tively the Company meets customers’ needs Regrons employs
various means to meet those needs and enhance competr-’

tiveness, such as provrdrng well- desrgned products, provrdrng .

a high fevel of customer service, providing competitive pric-
ing and expanding the tradrtronal branch network to provide.
convenient branch” Iocatrons for»rts customers Regrons alsow
employs such means to serve customers as provrdrng central- .
ized, high- qualrty tefephone bankrng servrces and alternatrve

product delrvery channels, such as Internet bankrng Regrons v

success at competrng for deposrts is’ drscussed below

Average non- rnterest bearrng deposrter grew 15 percent |nw|
2006. This growth was’ prrmarrly attrrbutable to the AmSouth ': ”

merger. Non- mterest-bearrng deposrts contrnue to be a srgnrfr-
cant funding source for Regrons accountrng for approxrmately
21 percent of average total, deposrts in 2006 R
Average savings account balances rncreased 10 percent
in 2006, primarily resultrng from the, |mpact of accounts
added in connection with thé’ AmSouth acqursrtron Savrngs

“

The average balance of certificates of deposit of $100,000
or more increased 10 percent in 2006, primarily due to the
AmSouth merger and customer preference for higher-raté
deposits, along with competitive pricing on these 'deposit
instruments. Certificates of deposit of $100,000 or more
accounted for 13 percent of average total deposits in 2006:

The average balance of other interest-bearing deposits
(primarily certificates. of deposit of less than $100,000)
increased 13 percent in 20086, due primarily to the AmSouth
- merger, ‘customer preferences for higher-rate deposits and

'attractlve rates on these products. This-category of deposits

continues to.be one*of Regions' primary fuhding sources,
accountrng for 24 percent of average total deposits in 2006,
Table 15 provrdes a summary of average deposits. -
Regrons agreed ‘to divest 52 AmSolth branches in con-
nectron with the AmnSouth merger. Approximately $456.8
mrllron of. average deposits ($2.8 billion of period-end
deposrts) have been. designated as divestiture-related, and

" have been classrfred in separate categories on the state-

‘ment of condition as of December 31, 2006. included in

:' divestiture-related average deposits are $91.1 million of

accounts comprrsed approxrmately frve percent of average"'

total deposits in 2006.
Average interest-bearing, transactigh account balances-
increased nine percent in 2006 due pnmarrly to the AmSouth

merger. |nterest-bearing transaction accounts accounted for

five percent of average total deposrts in 2006

In 2006, the average Balance- for money market accotnts
increased 13 percent compared to 2005 diie’to the: |mpaot :

of money market accounts_ ‘added in_ connectlon “with the -

AmSouth merger as well as customers seekrng liguid deposrt_
accounts with a more attractrve rate’ of return Money market

products are one of Reglons most srgnrfrcant fundrng sources

accounting for 32 percent of average total deposrts in 2006

‘interest-free deposits and $365.6 million of interest-bear-

ing deposits ($533.3 million and $2.2 billion of period-end
deposits, respectively).

Low-cost deposits, which include non- -interest bearlng
demand deposits, savings accounts, interest-bearing transac-
tion accounts, and money market accounts, totaled 62 percent
of average deposits in 2006. As discussed above, during 2006,

-customers migrated toward certificates of deposit due to the

rising interest rate environment, resutting in a decrease in the
percentage of low-cost deposits to average deposits.

The sensitivity of Regions’ deposit rates to changes in mar-
ket interest rates is reflected in Regions' average interest
rate paid on interest-bearing deposits. The Federal Funds
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TABLE 16 — MATURITY OF TIME DEPOSITS OF $100,000 OR MORE

- December 31

{In thousands) 2006 2005

Interest-bearing deposits of less than $100,000 $ 66,910,614 $ 38,879,777
Time deposits of $100,000 or more, maturing in: )

3 months or less . ! 5,673,392 . 3,320,982
Over 3 through &6 months 3,342,617 ¢ 1,177,480
Over 6 through 12 months 3,306,596 1,772,039
Over 12 months 1,285,973 1,629,051
13,608,578 7,799,552
$: 80,519,192 $ 46,679,329

rate increased 200 basis points during 2005 and increased
another 100 basis points in 2006. While Regions' average
interest rate paid-on interest-bearing deposits generally fol-
lows these trends, a lag period exists between the'change in
market rates and the repricing of the deposits. The rate paid
on interest-bearing deposits increased from 2.11 percent in
2005 to 3.14 percent in 2006. Table 16 presents maturi-
ties of. time deposits of $100,000 or more at December 31,
2006 and 2006. .

SHORT-TERM BORROWINGS

Regions’ short-term borrowings consist of federal funds pur-
chased, securities sold under agreements to repurchase,
FHLB advances, senior bank notes, brokerage customer lia-
bilities, short-sale liabilities and other short-term borrowings.
See Note 10, “Short-Term Borrowings” to the consolidated
financial statements for further discussion.

Federal funds purchased and securities sold under agree-
ments to repurchase are used to satisfy daily funding needs.
Federal funds purchased and security repurchase agreements
totaled $7.7 billion at December 31, 2006 and $3.9 biilion at
December 31, 2005.;Balances in these accounts can fluctuate
significantly on a day-to-day basis. The average balance of fed-
eral funds purchased and security repurchase agreements, net

_ of federal funds sold and security reverse repurchase agree-

ments, increased $435.5 million in 2006 due primarily to the
larger balance sheet resulting from the AmSouth merger.

At December 31, 2006, $500.0 million of FHLB short-term
borrowings were outstanding; compared to none outstanding

at December 31, 2005.

At December 31, 2006, $250.0 million of short-term senior
bank notes were outstanding, all of which were assumed in
the AmSouth acquisition.

Regions maintains a liability for its brokerage customer
position through Morgan Keegan. This represents tiquid funds
in customers' brokerage accounts. Balances due to brokerage
customers totaled $492.6 million at December 31, 2006,

with an interest rate of 2.4 percent, as compared to $547.7
million at December 31, 2005, with an interest rate of
1.7 percent. ‘ :

The short-sale liability, which is pnmanly maintained at
Morgan Keegan in connection with customer accounts, was
$587.7 million at December 31, 2006 compared to $338.2
million at December 31, 2005. The balance of this.account
fluctuated on a frequent basis based on customer activity.

Other short-term borrowings increased by $8.2 million
to $160.4 million at December 31, 2006. This balance
includes certain lines of credit that Morgan Keegan main-
tains with unaffiliated banks and derivative collateral. -The
lines of credit had maximum borrowings of $250.0 million
at December 31, 2006.

. I
LONG-TERM BORROWINGS
Regions’ long-term borrowings consist primarily of FHLB bor-
rowings, subordinated notes, senior notes and other long-term
notes payable. See Note 11, “Long-Term Borrowings” to the
consolidated financial statements for further discussion.

Membership in the FHLB system provides access to an addi-
tional source of lower-cost funds. FHLB long-term advances
totaled $2.4 billion at December 31, 2006, an increase of
$515.3 million compared to 2005. In 2006, Regions rec-
ognized a $1.6 million gain, recorded as a reduction of
nen-interest expense, on the call of advances that had been
previously marked-to-market in connectlon with the Un|0n
Planters transaction,

As of December 31, 2006, Regions had subordinated notes of
$3.6 billion, compared to $2.1 billion at December 31, 2005,
The merger with AmSouth added $1.5 billion in subordinated
notes. Regions' subordinated notes consist of ten issues with
interest rates ranging from 4.85 percent to 7.75 percent.

Senior debt and bank notes totaled $1.9 billion at December
31, 2006 compared to $2.2 billion at December 31, 2005.

In February 2001, Regions issued $287.5 million of 8.00
percent trust preferred securities. Junior subordinated notes

57




REGIONS FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

TABLE 17 — SHORT-TERM BORROWINGS

r

December 31

(Dollars in thousands) 2006 2005 2004
Maximum amount outstanding at any month-end: !

Federal funds purchased and securities . .

sold under agreements to repurchase 7,676,254 $ 5,233,068 $ 7,305,050

Aggregate short-term borrowings 9,667,071 6,529,929 - 8,600,110
Average amount outstanding

{based on average daily balances) 6,251,419 5,517,576 6,245,334
Weighted-average interest rate at year-end 4.6% 3.8% 2.3%
Weighted-average interest rate’on amounts outstanding

during the year (based on average daily balances) 4.4% 3.0% 1.7%

were issued by Regions to two subsidiary business trusts,
which issued the trust preferred securities. In connection with
the acquisition of Union Planters, Regions assumed $224.3
mitlion of 8.2 percent junior subordinated notes which were
issued to subsidiary business trusts. During 2006, the $287.5
miflion of Regions trust preferred securities were called and
related junior subordinated notes were extinguished. -

Other long-term debt at December 31, 2006, 2005 and
2004, had weighted-average interest rates of 6.4 percent, 7.9
percent and 7.7 percent, respectively, and a weighted-average
maturity of 8.3 years at December 31, 2006, Regions has
$86.2 million included in other long-term debt in connection
with a seller-lessee transaction with continuing involvement
{see Note 22, “Commitments and Contingencies” to the con-
solidated financial statements).

RATINGS

Table 18 reflects the most recent debt ratings of Reglons
Financial Corporation and Regions Bank -by Standard &
Poor’s Corporation, Moody’s Investors Service, Fitch IBCA and
Dominion Bond Rating Service,

A security rating is not a recommendation to buy, sell or
hold securities, and the ratings above are subject to revision
or withdrawal at any time by the assigning rating agency. Each
rating should be evaluated independentiy of any ather rating.

STOCKHOLDERS' EQUITY

Stockholders' equity grew from $10.6 billion at year-end
2005 to $20.7 biltion at year-end 2006 Equity issued
in connection with the AmSouth acquisition added $9.9
billion. Internally generated retained earnings (net income
less dividends) contributed $458.3 million of this growth with
$257.0 million attributable to the exercise of stock options
and the issuance of stock for employee incentive plans.
Partially offsetting the growth in equity were share repurchases
totaling $490.4 million and an increase in the accumulated
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other comprehensive loss to $131.3 million at December 31,
2006, compared to a loss of $92.3 million at year-end 2005.
The change in accumulated other comprehensive loss primar-
ily relates to pension liability adjustments as a result of the
adoption of Statement of Financial Accounting Standards No.
158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans.” The internal capital generation
rate {net income less dividends as a percentage of average
stockholders’ equity) was 3.7 percent in 2006, compared to
3.5 percent in 2005, This ratio increased in 2006 primarily
due to the increase in net income during the year.

During 2006, Regions repurchased 13.7 million shares at
a total cost of $490.4 million. At December 31, 2006, 13.9
million shares were available-for repurchase under current
and previous repurchase authorizations. In January 2007,
Regions’ Board of Directors approved an additional authoriza-
tion to repurchase 50 million shares. .

Regions’ ratio of stockholders’ equity to total assets was
14.44 percent at.December 31, 2006 compared to 12.52
percent at December 31, 2005. This ratio increased dur-
ing 2006 due to the increase in equity in connection with
the AmSouth merger. Regions' ratio of tangible stockhold-
ers’ equity (stockholders’ equity less excess purchase price
and other identifiable intangibles).to total tangible assets was
6.53 percent at-December 31, 2006 compared to 6.64 per-
cent at December .31, 2005.

Regions attempts to balance the return to stockholders
through the payment of dividends with the need to maintain
strong capital levels for future growth opportunities. In 2006,
on a per share basis, Regions returned 52 percent of earnings
to its stockholders in the form of dividends. Total dividends
paid by Regions in 2006 were $894.8 million, or $1.40 per
share, an increase of three percent from the $1.36 per share
paid in 2005. -

In December 2006, the Board of Directors declared a three
percent increase in the quarterly cash dividend from $0.35
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to:$0.:36 per share. Fiscal 2007 marks the 36th consecutive
year that Regrons has mcreased quarterly cash dividends.
. b ]
BANK T?EGULATORY CAPITAL REQUIREMFENTS
Reglons and Reglons Bank are reqmred to cornply with capi-
tal adequacy $tandards established’ by banklng regulatory
agencies. Currently, there are two basic measures of capital
adequacy: a risk-based measure and a leverage measure.
' The risk-based capital standards are designed to make regu-
latory, capital requirements moresensitive to differences in
risk profiles among banks and financial holding companies, to
account for off-balance sheet exposure.and interest rate risk and
to rn|n|mize disincentives for hoidlng I|qurd assets. Assets ard
off-balance sheet items are a55|gned to broad risk categories, -
each with Specified risk:weighting factors. The resulting capital
ratios represent capital as a percentage of total risk-weighted
assets and off-balance sheet items. Banking organizations that’
are considered to have excessive interest rate risk exposure are
required to maintain additional.capitale,: 10
~+The minimumstandard for the ratio of.total capital:to risk-
weighted assets:is eight:percent. At least-50 percent;of
that capital level.-must consist of common equity, undivided
profits and non-cumulative perpetual preferred stock;iless
excess purchase price and-certain other intangibles (" Tier 1
capital”).,The-remainder, ("Tier:2 capitali"} may:consist.of.a
limited,amount of.other, preferred.‘stock,;‘;i'na_ndatory convert-
ible securities, subordinated: debt and a limitéd:-amount.of.the
allowance for.credit-losses.»The sum‘ofﬂ'er 1 capitalya'nd.Tler‘
2 capitalyis “total risk-based capital.” -
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The'banking regulatory agenmes also have adopted: reguia-
tlons that’ supplement the risk-based- gutdellnes to' mclude
a'minimiim” ratio of three percent of Tier*1 gapltal to aver-
age assets less excess purchasé price {thé “Ieverage ratlo")
Depending-upon the ‘risk profile of the’ |nst|tutton and other
factors, the regulatory agencies may requ|re 3 Ieverage ratio
of one percent to two percent above the mmm_"ru_m three
percefit 1évél. Table 19 summarizés Regions’ capital ratids
at December 31,72006which substanhatlyﬁexceeded‘aII
regulatory requirements. nstvuibeiore tsta® o it r3at

 Total capital at Regions Bank also has an important effect’
on the amount of Federal Depomtory,lnsurance Corporatron
(“FDIC™) |nsurance prerrluums palq tlrtjart,lntutlons not con5|d—
ered well' caprtallzed can be SUbJECt to hrgher rates ‘for FDIC
*insurance- As'of December-31,'2006, Regions' Bank-had'the
requisité capital levels to'qualify as well capitalized (see Note
12 “Regulatory Capital Requirements and Restrictions” to
the consolidatedifinancial statements).T23H2 I "AL 20

Under the Federal Deposit Insurance Reform.Act:of-2005.
and:the:FDIC's revised 'premium-assessment program,-every
FDIC-insured.institution will pay some level of deposit-insur-
ancetassessmentshregardless .ofuthe level;of. designated
resérveiratio? Regions:Bank paid $7v1-mr||10n in FOIC- deposrt
premiums!in:2006. sniat Hy AN
.;.\The FDIC: also finalized rules: proyldlng for a one-time.credit
to each: eI|g|bIe1|nsured deposntory ;institutionybased. on- the
assessment: base of the institution onjDecember; 31 1996,
Preliminary;estimates, are that Regions . Bankrwﬂhqualrfy for;
a credit of apprommately $1 10|mrlllon maf o
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‘by ‘Regions’ Treasury Division.. In addition, the Asset and
iliability' Committee,.which-consists of imembers of Regions’
'senior'management team; reviews liquidity on a regular basis
and approves any changes in strategy that are necessary as a
result of :asset/liability composition or anticipated cash flow
'changes Management also'compares. Reglons I|qU|d|ty posi-
tion.to establlshed corporate liguidity. poltmes on a monthly
‘basis: At December 31, 2006, Regrons was W|th|n all of the
Company s estabhshed liquidity pohc:es

~1The securities portfolio,is one of Reglons . primary sources of
Jiquidity. Maturities of. securities provide a constant flow of funds
available for cash needs.(see Table 12,{Relative Contractual
Matuntlest,and“Welghted Average YIEJdS for Securities”).
Matur|t|e5$m the ioanportfolio.also prowde a steady flow of
funds (see Table 10, “'Selected Loan. Maturltles }: At December
31, ~2006 commeraal loans, . reat estate-construction loans
-and.certain_real’ estate mortgage'loans with -an aggregate bal-
ance-of $25.2 billion,ras well as securities of $403.8 million,
were:idue-to-maturetin-one year. or less-Additional funds are
‘provided from payments.on consumer:loans and one- to four-
family residential imortgage loans. Historically, Regions' high
levels of earnings have:also.contributedito}cash flow. In addi-
tion, liquidityjneeds.can be met by. the,purchase of funds in
state and‘nagenal money markets, *Reglona Ilqgudlty also con-
tinues to be'enhanced by a relatively stable deposit base. - .
-* As reflected:in:the consolidated. statements -of cash flows,
operatlng aéntwatles provided. sugmﬂcant Ieveis of*funds in
2006:: due*primarily. to_high. levels of fnet’ income. Investing
activities were a net:provider of:-fundstini20Q086! primarily due
to proceedsifrom the sale and-maturity;of.securities avail-
able for sale and the-AmSouth ‘acquisition: partially offset by
the purchase!lof securities available for sale.(replacing those
‘that -matured or were sold) and increased lending activity.
Securities were sold in 2006 and in 2005 primarily to man-
age:interestrate: sensitivity.zRinancing,activities .were; a; net
user.of .funds;in. 2006 reflecting. payments.made;on:borrow-
ings,:payment:of cash.dividends: andrepurchase of:Regions
stockr offset;partially:by.increased: depositslevelsiin 2006. *
f=Regions’ .financing arrangement -with thesFHEB*adds
additional -flexibility in-managing its liquidity. position. The
maximum amount that could be borrowed from the FHLB
under, the.current borrowing agreement.is approximately, $27 .7
billion:(see-Note 141 ,:5 Long-Term;Borrowings,’-to-the consoli:
dated;financialistatements): However,*the :actualborrowing
capacity, is.contingent;onithe amount of coliateral pledged to
the:FHLB. AtiDecember,31,-2006; approximately $4:9 billion
of first,mortgageiloans.onzone-,to; four-family.dwellings held
by:Regions!Bank wereipledgedito:secure:borrowings from,the
FHLB:Investment in.FHLB stock is required.in relation:to the
leveliof outstanding borrowings: Regions-held:$159.0 millien
intFHL B stock;at -December; 31;52006.tThe}FHLB.hasrbeen
and.is.expected.to.continue to be a reliable and economical
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source of funding.: As of:December 3172006, Regions' bor:
rowings from the FHLB totaled $2.9-billion.

During the second quarter.of 2005, Regions filed a univer:
sal shelf registration statementithat-allows' the Company to
issue up to $2 billion of>various debt and; eqmty securltles
at market rates for future fundmgiang I|qmd|ty needs. On
August 3, 2005, Reg:ons rssued $750 million of senior debt
notes ($400 million of 3t year fioatmgnrate notes and:$350
million of 3-year fixed-rate“notes)lindér'the above universal
shelf registration statement*No:additidnal issuances related
to the shelf were made in 2006. . adny

In addition, Regions’; bank subsidiary.has the requisite
agreements in place to i issue ind sell up; to $5 billion of bank
notes to institutional mvestors through placement agents. As
of December 31,-2006, approx1mately $953 miltion of bank
notes were outstanding. The'i iSSuiance of'additional bank notes
could provide a significant source of. liquidity and fundmg to
meet future needs. R N et LT

Morgan Keegan mamtalns certain lines of credut with unaf:

filiated'banks to manage liquidity in the ordinary coursetof

business {see Note 10, *Short:Term Bdfrowings” to the con-
solidated financial statements)=,e = 6ot -

+ As an:additional source;of liquidity;and in connection with
the Am3outh transactaon Reglons began periodically .sell:
ing commercial foans to quallfylng spemal purpose entities
known as conduits in secuntlzatlon transactlons in 2006‘
The conduits are flnanced‘by the" |ssuance of securities:to
asset-backed commerciallpaper issuers.' The transactions
are accounted for as sales:and:allow{Regions to utilize its
asset capacity and capital;for;higher yielding interest-earning
assets, while continuing to manage customer relationships. At
December 31,.2006, the outstanding balance of commercial
loans sold to conduits was'$431.7 million.

: While the conduit transactions are a source of funding,
these off-balance.sheet arrangements havejthe:potential’to
require-Regions to providefunding to the.conduits in the event
of a liquidity.shortage. Regions:provides credit-enhancements
toithese securitizations'by:providing standby;letters;of credit;
which:create.exposure to credit risk-to the extent.of the letters
of credit:-At!December.31; 2006, Regions had.$50.0 million
of letters.oficreditisupporting the(conduit 'sales. This:credit
risk: is reviewed quarterly and»a.reserve;for:loss.exposure 'is
maintained:in other:liabilities on the balance:sheet.1. 4. .1
z.JfzRegionsaisiunable toxmaintain.orirenew: its-financing
arrangements,-obtain funding.in:the:capital markets on:rea-
sonableterms:or.experiences ardecrease,in.earnings, it.may
beirequired:to slow or-reduce:the growth*of the assets on.its
balance -sheet-which may adversely impact its earnings.:' ;)
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MARKET AND OTHER BROKERAGE-RELATED RISK
Morgan Keegan's business activities, including its securities
inventory positions and securities held for.investment, expose
it to market risk. L . .

Morgan Keegan trades for its own account in corporate
and tax-exempt securities and U.S. Government, agency and
guaranteed securities. Most of these transactions are entered
into to facilitate the execution of customers' orders.to buy
or sell these securities. In addition, it trades certain equity
securities in order to “make a market” in these securities.
Morgan Keegan's trading activities require the commitment
of capital. All principal transactions place the subsidiary's

-capital at risk. Profits and losses are dependent upon the
skills of employees and market fluctuations. In order to
mitigate the risks of carrying inventory and as part of other
normal brokerage activities, Morgan Keegan assumes short
positions on securities. The establishment of short positions
exposes Morgan Keegan to off-balance sheet risk in the event
that prices increase, as it may be ob!ig'ated to cover.such
positions at a loss. Morgan Keegan manages its exposure to
these instruments by entering into offsetting or other posi-
tions in a variety of financial instruments.

tn the normal course of business, Morgan Keegan enters

into underwriting and forward and future commitments. At

December 31, 2006, the contract amounts of futures con-
tracts were $52 million to purchase and $66 million to sell
U.S. Government and municipal securities. Morgan Keegan
typically settles its position by entering into equal but oppo-
site contracts and, as such, the contract amounts do:not
necessarily represent future cash requirements. Settlement
of the transactions relating to such commitments is not
expected to have a material effect on Regions’ consolidated
financial position. Transactions involving future .settlement
give.rise to market risk, which represents the potential loss
that can be caused by a change in the market value of a
particular financial instrument. Regions’ exposure to market
risk is determined by a number of factors, including the size,
composition and diversification of positions held, the absolute
and relative levels of. interest rates, and market volatility. -
Additionally, in the normal course of business, Morgan
Keegan enters into transactions for delayed delivery, to-be-
announced securities which are recorded on the consolidated
statements of financial condition at fair value. Risks arise
from the possible inability of counterparties to meet the terms
of their contracts and from unfavorable changes in interest
rates or the-market values. of the securities underlying the
instruments. The credit risk associated with these contracts
is typically limited to the cost of replacing all contracts on
which Morgan Keegan has recorded an unrealized gain. For
exchange-traded contracts, the clearing organization acts as
_ the counterparty to specific transactions and, therefore, bears
the risk of delivery to and from counterparties.
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Interest rate risk at Morgan Keegan arises from the expo-
sure of holding interest-sensitive financial instruments such
as government, corporate and municipal bonds and certain
preferred equities. Morgan Keegan manages its exposure
to interest rate risk by setting and monitoring limits and,
where feasible, entering into offsetting positions in securi-
ties with similar interest rate.risk characteristics. Securities
inventories, recorded in “trading account assets” on the
consolidated statements of condition, are marked-to-market,
and accordingly there are no unrecorded gains or losses in
value, While a significant portion of the securities invento-
ries have contractual maturities in excess of five years, these
inventories, on average; turn over in excess of twelve times
per year. Accordingly, the exposure to interest rate risk inher-
ent in Morgan Keegan's securities inventories is less than
that of similar financial instruments held by firms in other
industries. Morgan Keegan's equity securities inventories are
exposed to risk of loss in the event of unfavorable price move-
ments. Morgan Keegan is also subject to credit risk arising
from non-performance by trading counterparties, customers,
and issuers of debt securities owned. This risk is managed by
imposing and monitoring position limits, monitoring trading
.counterparties, reviewing security concentrations, holding and
marking to market collateral and conducting business through
clearing organizations that guarantee performance. Morgan
Keegan regularly participates in the trading of some derivative
securities' for its customers; however, this activity does not
involve Morgan Keegan acquiring a position or commitment
in these products and this trading is not a significant portion
of Morgan Keegan's business. ] .

To manage trading risks arising from interest rate and equity
price risks, Regions uses a Value at Risk (“VAR") model to
measure the potential fair vafue the Company could lose on its
trading positions given a specified statistical confidence level
and time-to-liquidate time horizon. The end-of-period VAR
was approximately $910,000 as of December 31, 2006, and
approximately $64 2,000 as of December 31, 2005, Maximum
daily VAR utilization during 2006 was $1.0 million and aver-
age daily VAR during the same period was $639,000.

CREDIT RISK ¥ -

Regions’ objective regarding credit risk is to maintain a high-
quality credit portfolio that provides for stable credit costs
with acceptable volatility through an economic cycle.

Management Process

Regions employs a credit risk management process with
defined policies, decentralized accountability and regular
reporting to manage credit risk in the loan portfolio. Credit
risk management is guided by credit policies that provide
for a consistent and prudent approach to underwriting and
approvals of credits. Within Credit Policy, precedures exist
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_ that elevate the approval requirem'ents as credits become

larger-and more complex. Generally, consumer credits and
smaller commercial credits are-underwritten based on cus-
tom credit scorecards that are modified as appropriate. Larger
commercial and commercial real estate transactions are indi-
vidually underwritten, risk-rated, approved and monitored.

Responsibility and accountability for adherence to under-
writing policies and accurate risk ratings lies in the lines of
business. For consumer and-small business portfotios, the
risk management process focuses on managing customers
who become delinguent in their payments and managing
performance of the credit scorecards, which are periodically
adjusted based on credit performance. Commercial business
units are respensible for underwriting new business and on an
ongoing basis, monitoring the credit of their portfolios includ-
ing a complete review of the borrower at least annuaily.

To ensure problem commercial credits are identified on
a timely basis, several specific portfolio reviews occur each
quarter to assess the larger adversely rated credits for accrual
status and, if necessary, to ensure such individual credits are
transferred to Regions’ Special Asset Group that speuahzes
in managing distressed credit exposures.

Separate and independent commercial credit and.con-,

sumer credit risk management organizational groups exist,
which report to the Chief Credit Officer. These organizational
units partner with the business line to assist in the processes
described above, including the review and approval of -new
business and cngoing assessments of existing loans in the
portfolio. Independent commercial and consumer credit risk
management provides for more accurate risk ratings and the
timely identification of problem credits, as well as oversight
for the Chief Credit Officer on conditions and frends in the
credit portfolios.

Credit quality and trends in the loan portfoluo are measured
and monitored regularly and detaited reports, by product and
business unit, are reviewed by line of business personnel and
the Chief Credit Officer. The Chief Credit Officer reviews sum-
maries of these credit reports with executive management and
the Board of Directors. Finally, Credit Review provides ongo-
ing independent oversight on the credit portfolios to ensure
policies are followed, credits are properly risk-rated and that
key credit control processes are functioning as intended.
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Risk Characteristics of Loan Portfolio
In order to assess the risk characteristics of the Ioan port-
folig, it is appropriate to.consider the current U.S. economic
environment and that of Regions’ primary banking markets,
as well as risk factors within the three major.categories of
lcans - commercial, real estate and consumer;

Y

Economic Environment in Regions' Banking Markets
The largest factor influencing the credit performance of
Regions'.loan portfolio is the overall economic environment
in the U.S. and the primary markets in which it operates.
The U.S. economy showed signs of slower growth in 2006 as
evidenced by slower Gross Domestic Product growth and a
notably weak housing market.

The.pace of economic growth in Regions' markets also
slowed in 2006. In Regions’ markets, manufacturing output,
which is increasingly shifting from nondurable to durable
goods (auto and technology), has outpaced the U.S. average
and led to improved income gains. Growth of wage and salary
incorne per worker has outpaced the national average, indi-
cating a healthy economy and improving productivity, which
has led to rising consumer confidence.. The housing market
has weakened somewhat in selected markets, most notably in
Florida, which had experienced above-average price increases
and construction activity in recent years. In Regions’ operat-
ing region, the Gulf Coast recovery from Hurricane Katrina has
been somewhat mixed, with more significant rebuilding taking
place along the Mississippi Coast as compared to the slower
pace.in New QOrleans and surrounding Louisiana markets.
Overall, Regions views the near-term outlook-for its economic
footprint as stable. -

Portfolio Characteristics
Regions has a well-diversified loan portfolio, diversified by prod-
uct type, collateral and geography. Commercial loans represent
25 percent of total loans, net of unearned income, real estate
construction loans are 15 percent, real estate mortgage loans
(including residential one- to four-family) represent 41 percent,
and consumer loans comprise the remaining 19 percent.
Commercial - The commercial loan portfolio primarily
consists of lcans to middle market commercial customers
doing business in Regions' geographic footprint. Loans in this
portfolio are generally underwritten individually and usually
secured with the assets of the company and/or the personal
guarantee of the business owners. The commercial portfolio
was $24.1 billion at year-end 2006, representing 25 percent
of total loans.




COMMERCIAL LOAN GEOGRAPHIC DISTRIBUTION

Missouri 2% Other
inois 2%
Indiana

Texas

Alabama

Florida
Tennessee C

Included in the commercial loan classification are approxi-
mately $3.7 billion of syndicated loans at December 31,
2006. Syndicated loans are originated through agent banks
and are primarily made to companies with operations in
Regions' banking footprint. There are no material borrower
concentrations within the syndicated portfolio,

Net charge-offs on commercial loans were (.45 percent of
average commercial loans in 2006 compared to 0.52 percent
in 2005, Assuming moderate to slow economic growth during
2007 in Regions’ market areas, commercial loan losses as a
percentage of commercial loans are not expected to change
significantly from 2006 levels. However, commercial loan
losses may be higher in 2007 as a result of higher commod-
ity prices, increases in interest rates or slower than expected
economic growth. g ‘

Real Estate Mortgage — The real estate mortgage port-
folio totaled $38.6 billion at year-end 2006 and includes
various loan types. The largest is owner-occupied loans to
businesses for long-term financing of land and buildings.
These loans are.generally underwritten and managed in the
commercial business line. Regions attempts to minimize risk
on owner-occupied properties by requiring collateral values
that exceed the loan amount, adequate cash flow to service
the debt, and in many cases, the personal guarantees of
principals of the borrowers. , ; .

Another large component of real estate mortgage loans is
loans to real estate developers and investors for the financing
of land or buildings, where the repayment is generated from
the sale of the real estate or income generated by the real
estate property~Losses on these types of real estate mortgage
{oans have been very low for a number of years including
2006. Losses are likely to be slightly higher in 2007 as a
result of a slower economy, softening of real estate values,
or reduced demand within‘our operating footprint, .

Also included in this-category are loans on one--to four-
family residential properties and equity loans which are
secured principally by single-family residences. Loans of
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this type are generally smaller in size and are geographically
dispersed throughout Regions' market areas, with some guar-
anteed by government agencies or private mortgage insurers.,
Losses on the residential lean,portfolio depend, to a laige
degree, on the leve! of interest rates, the unemployment rate,
economic conditions and collateral values, and thus, are dif-
ficult to predict. However, depending on housing demand and
property values in the Company's markets, real estate mort-
gage losses could increase in 2007, .

. Real Estate Construction — These loans are primarily exten-
sions of credit to real estate developers’or investors where
repayment is dependent on the sale of real estate or income
generated from the real estate collateral. A construction loan
may also be to a commercial business for the development of
land or buildings where the repayment is usually derived from
revenues generated from the business of the borrower, These
loans are generally underwritten and managed by a special-
ized real estate group that also manages loan disbursements
during the construction process. As of December 31, 2006,
real estate construction loans were $14.1 billion or 15 per-
cent of Regions’ {otal loan portfolio. Most construction credits
were to finance shopping centers, apartment complexes, con-
dominiums, commercial buildings and residential property
development, Real estate construction loans are individually
underwritten and closely monitored by management, since
these loans are generally vulnerable to economic downturns
in periods of high interest rates. Regions generally requires
higher levels of borrower equity investment in addition to
other underwriting requirements for this type of lending as
compared to other real estate lending.

Credit quality of the construction portfolio is sensitive to
risks associated with construction loans such as cost over-
runs, project completion risk, general contractor credit risk,
environmental and other hazard risks and market risks associ-
ated with the sale or rental of completed properties. However,
losses within this portfolio have been very low for the last
several years. The low-loss rate on the construction portfo-
lio reflects the favorable economic conditions that existed
throughout most of the year. For 2007, management expects
losses to be higher than in recent historical periods.

Consumer - Regions' consumer loan portfolio totaled $17.6
billion as of year-end 2006, consisting of $11.5 billion of
home equity lines of credit and $6.1 billion in other consumer
loans. Other consumer loans consist primarily of borrowings for
home improvements, student lcans, automobiles and other per-
sonal and household purposes. Losses within this grouping vary
according to the specific type of loan. Losses on home equity
lines (the majority of consumer loans), have historically been
low, as these lines are secured by the borrower's residence.

In 2006, total consumer-losses were relatively low as com-
pared to historical levels due to favorable economic conditions
that existed throughout most of the geographic areas in which
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Regions operates. However, certain risks, including a general
slowing of the economy and changes in housing demand, may
impact the 2007 loss rate. Management expects net consumer
loan losses in 2007 to increase slightly above 2006 levels,

Loans by SIC Code

The commercial, real estate and consumer lgan portfohos are
highly diversified in terms of industry concentrations. Table
22 shows the largest concentrations in terms of the custom-
ers’ Standard Industrial Classification Code at December.31,
2006 and 2005. While this table provides useful information
to assess portfolio risk as of the end of each period presented,
note that only the 2006 balances reflect loans acquired in
the merger with AmSouth, making year-over-year comparisons
less meaningful. o

Loan Quality ‘

Management considers the quality of Regions’ loan portfolio
to be sound at December 31, 2006. Evidence supporting this
view includes the low level of losses experienced during 2006
and the relatively low level of non-performing assets at the
end of the year, each as compared to historical levels. In addi-
tion, management believes that the geographic and loan type
diversification that existed within the portfclio as of year-end
served to reduce risk and enhance overall portfolio quality.

Allowance for Credit Losses

The allowance for credit losses represents management's esti-
mate of credit losses inherent in the portfolio as of year-end.
The allowance for credit losses consists of fwo components,
the allowance for loan losses and the reserve for unfunded
credit commitments. Management’s assessment of the
adequacy of the allowance for credit losses is based on the
combination of both of these components. Regions determines
its allowance for credit losses in accordance with regulatory
guidance, Statement of Financial Accounting Standards No.
114, “Accounting by Creditors for Impairmeént of a Loan"
(“Statement 114") and Statement of Financial Accounting
Standards Neo. 5, *Accounting for Contingencies” {“Statement
5"). In 2006, Regions reclassified $51.8 million in loan
loss allowance related to credit risk associated with bind-
ing unfunded commitments to a separate liability account.
Binding unfunded credit commitments include items such as
letters of credit, financial guarantees, and binding unfunded
loan commitments. .

At December 31, 2006, the allowance for credit Iosses
totaled $1.1 billion or 1.17 percent of total loans, net of
unearned income compared to $783.5 million or 1.34 percent
at year-end 2005. The increase in the allowance is primarily
related to the acquisition of AmSouth, which added $335.8
million to the overall allowance. The decrease in the allow-
ance for credit losses to total loans ratio was primarnly due
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to the acquisition of AmSouth, which had a ratio lower than
that of Regions. AmSouth's lower allowance for credit loss
ratio reflected a product mix higher in residential mortgage
secured credits, which inherently have lower loss content.
Details regarding the allowance for credit losses, including an
analysis of activity from the previous year's total, is included
in Table 23. Management expects the allowance for credit
loss ratio to vary over time due to changes in economic condi-
tions, foan mix, changes in collateral values or variations in
other factors that may affect inherent losses.

Factors considered by management in determining the
adequacy of the allowance for credit losses include but are
not {imited to: (1) detailed reviews of individual loans; (2)
historical and current trends in.gross and net loan charge-offs
for the various portfolio segments evaluated; (3} the level of
the allowance for credit iosses in relation to total loans and to
historical loss levels; (4) levels and trends in non-performing
and past due loans; {5) collateral values of properties secur-
ing loans; (6) the composition of the loan portfolio, including
unfunded credit commitments, and (7} management's analy-
SIS of economic conditions.

Various departments, mcludmg Credit Review, Commercual
and Consumer Credit Risk Management and Special Assets
are involved in the credit risk management process to assess
the accuracy of risk ratings, quality of the portfolio and the
estimation of inherent credit losses in the loan portfolio. This
comprehensive process also assists in the prompt identifica-
tion of problem credits.

For the majority of the loan portfolio, management uses
information from its ongoing review processes to stratify the
loan portfelio into pocls sharing common risk characteristics.
Loans which share common risk characteristics are assigned
a portion of the allowance based on the assessment process
described above. Credit exposures are categorized by type and
assigned estimated amounts of inherent loss based on several
factors, inciuding current and historical loss experience for
each pool and management's judgment of current economic
conditions and their expected impact on credit performance.

Impaired loans are defined as commercial and commercial
real estate loans (excluding leases) on non-accrual status.
All loans which management has identified as impaired, and
which are greater than $2.5 million ($1.0 million in 2005),
are evaluated individually for purposes of determining appro-
priate allowances for credit losses. This process results in
what are internally called SFAS. 114 Specific Reserves. |n the
Specific Reserve process, loans are valued based on the most
suitable valuation technique as defined in Statement 114
{see Note 1, “Summary of Significant Accounting Policies,”
to the consolidated financial statements). If current valua-
tions are lower than the current book balance of the credit,
the negative differences.are reviewed for possible charge-off,
In instances where management determines that a charge-
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TABLE 22 — LOANS BY SIC CODE - .
o ' ) 2006 - o 2005
' ‘ %o Of % Non- " % of % Non-
{Doilars in millions) ’ © Amount Total Accrual Amount Total Accrual

STANDARD INDUSTRIAL CLASSIFICATION

Individuals $41,228.9 42.5% . 0.3% $ 24,579.3 42.0% 0.7%

Services: , . ) . o - ,
Physicians . : -1,978.4 2.0 0.2 525.2 0.9 0.2
Business services ) - 1,358.2 1.4, - 0.6 410.2 0.7 . 0.4
Religious organizations 1,315.4 14 - 0.4 907.4 "1.5 0.4
Legal services | ' 376.5 0.4 0.3 231.6 04" 06

' All other services . , 5111.2 5.3 0.6 6,154.7  10.5 0.5

Total services |, 10,1397 105 . 05 18,2291 140 0.5

Manufacturing:

Efectrical equipment ) o 137.5 0.1 0.2 70.7 0.1 03
Food and kindred products o - 3583 0.4 . 04 1505 - 0.2 2.9.
Rubber and plastic products 118.3 0.1 RS 56.7 0.1 -
Lumber and wood producfs .o 348.7 04 . 0.5 269.1 0.5 . 3.0
Fabricated metal products - 423.7 0.4 0.9 210.4 04 20
All other manufacturing ’ ~2,184.1 2.3 0.6 1,353.2 2.3 0.9
 Total manufacturing R ' 3,570.6 3.7 0.5 2,110.6 3.6 1.4
Wholesale trade " ‘ © o 3,724.3 3.8 0.4 1,507.6 26 - 0.6
Finance, insurance and real estate: ; - ' : i
_ Real estate 17,020.9 17.6 . 0.4 9,880.9  16.9 0.3
Banks and credit agencies 11,413 1.5 - 6988 12 02
All other finance, insurance and real estate.. ' 1,891’;8 2:0 0.1. 1.087.2 1.8 0.5

- -Total finance, insurance and real estate - 20,325.8 21.1 0.3 11,666.9 19.9. . 0.3

Construction: ~ . o _ ~
Residential building construction E 5,705.2 5.9 0.2 3,251.6 55 0.3

General contractors and builders 793.1 0.8 0.2 328.5 0.6 0.9
All other construction I - 794.3 08 -+ 1.1 © 9263 16 1.0
Total construction 07,2926 7.5 0.3 " 4,506.4 © 7.7 0.5
Retail trade: - TS o ) ) ' . )
Automobile dealers . ‘ © 7022 0.7 0.3 ~791.4 1.3 0.3
All other retail trade ' ‘1,741 1.8 0.3 1,808.4 3.1 Q.7
Total retail trade : 2,443.3 2.5 0.3 2,600.8 4.4 0.6
Agriculture, forestry and fishing . o 1,504.3 1.5 0.9 1,324.3 2.3 1.2
'i'ransportation, communication, efectrical, » ' o ' e )
gas and sanitary | 3,222.3 3.3 0.1 14036 24 0.3
Mining (including oil and gas extraction) 5689 06 0.1 1839 " 03 1.7
Public administration o 11,341.1 1.4 - "157.8 0.3 -
Other . - - 1,516.9 1.6 .03 321.5 0.5 0.1
$96,878.7 100.0% 0.3% $58,591.8. 100.0% 0.6%
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off is not appropriate, an SFAS 114 Specific Reserve is
established for the individual loan in question, That Specific

Reserve is incorporated as a part of the overall allowance.
At December 31, 2006, loans'qualifying for Statement 114
consideration totaled $237.5 million with Specific Reserves
of $17.6 million.

" ln August 2005, Hurricane Katrina struck the Gulf Coast
{mainly impacting Louisiana, Mississippi and Alabama), caus-
ing significant flood and wind damage and loss of life, property
and income. In response to customer needs, Regions worked
extensively with-its customers, providing loan payment defer-
rals and other forms of assistance. Dur:ng 2006, payment
deferrals explred and most customers assumed their regu-
lar payment schedules, which were modified in some cases
to extend the term of the original loan. However, the area
remains significantly impacted. In particular, the New Qrleans
area recovery has been slow, with the entire metropalitan area
population levels still 30 percent lower than pre-storm lev-
els. New Orleans Parish has population lévels that are less
than 50 percent of pre-storm levels. On an ongoing basis
since the hurricane, Regions has performed evaluations of
its exposure to loans in-areas affected by Hurricane Katrina.
Through December 31, 2006, Regions has recognized
approximately, $8 million in.net loan charge -offs related to
Hurricane Katrina. Given the continuing economic stress in
the geographic area and how that will affect customers who
do business in the area, as well as disputes customers are
having with insurance companies, there is still a large degree
of uncertainty surroundmg ultimate credit costs that the bank
may incur due to Katrina. Based on this assessment, ‘man-
agement beheves that the December 31, 2006 allowance
level of approximately $60 million for Hurricane Katrina-
related losses, which is included in the general allowance,
is appropriate. The $60 million Katrina- related allowance at
year-end 2006 includes the combined remaining aIIowance
of Regions and legacy AmSouth. )

Management considers the current level of allowance’ for
credit losses adequate to absorb probable losses inherent in
the lean portiolio and unfunded commitments. Management’s
determination of the adequacy of the allowance for credit
losses, which is based on the factors andrrisk identifica-
tion procedures previously discussed, requires the use of
judgments and estimations that may change in the future.
Changes in the factors used by management to determine
the adequacy of the allowance or the availability of new
information could cause the allowance for credit losses to be
increased or decreased in future periods. In addition, :bank
regulatory agencies, as part'of their examination process, may
require changes in the level of the allowance based on their
judgments and estimates.

Table 23 provides a five-year history of the allowance for
credit losses and loan loss data.
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NON-PERFORMING ASSETS* -~ =~ °

Loans are placed on non-accrual status when management
has determined that payment of all contractual principal and
interest is in doubt or the loan is past due 90 days or more
as to principal and interest unless well-secured and in the

“process of collection. Interest previously accrued but not

collected on non-accrual loans is reversed against interest
income on the date of non-accrual classification.

At December 31, 2006, non-accrual loans totaled $306.5
million, or 0.32 percent of ending loans, compared to $341.2
million, or 0.58 percent of loans, at December 31, 2005.
Impacting the balance of non-accrual loans at December
31, 2006 were decreases related to improved credit quality
and the sale of $85.4 million of non-accrual loans, part|a|Iy
offset by an increase related to the acquisition of AmSouth
{which had $86 million in non-accrual loans). In general,
credit quality was sound during the year. However, depend-
iﬁg on changes in housing demand in Regions’ markets and
other factors, the Company could experience increases in non-
performing real estate credits in 2007. b

Foreclosed properties totaied $72.7 million at December
31,2006 and $65.5 million at December 31, 2005, with the
increase resulting primarily from the AmSouth acquisition.
Reglons foreclosed properties are composed pnmanly of a
number of small to medium-size properties that are dlver5|fled
geographically throughout its franchise. Foreciosed properties
are recorded at the lower of (1) the recorded investment in the
loan or {2) fair value less the estimated cost to sell. Although
Regions does not anticipate material loss upon dlsposmon of
other'real estate, sustained periods of adverse economic con-
ditions, substantial declines in real estate values in Regions’
markets, actions by bank regulatory agencies or other factors,
could result in additional loss from foreclosed pr.operties.
Table 24 presents information on non-performing loans and
foreclosed properties acquired in settlement of loans. *-
FINANCIAL DISCLOSURE AND INTERNAL CONTROLS
Regions has always maintained internal controls over finan-
cial reporting, which generally include those controls refating
to the preparation of the consolidated financial statements
in conformity with accounting principles generally accepted
in the U.S. As a bank holding company, Regions.is subject
to the internal control reporting and attestation requirermnents
of the Federal Deposit Insurance Corporation Improvement
Act and, therefore, is very familiar with the process, of
maintaining and evaluating internal controls over financial
reporting. Regions’ process starts with understanding the
risks facing each of its functions and areas; how those risks
are controlled or mitigated; and how management monitors
those controls to ensure that they are in place and effec-
tive: These.risks, control procedures and monitoring tools
are documented in a standard format. This format not only
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TABLE 23 — ALLOWANCE FOR CREDIT LOSSES : o )

(Dollars in thousands) " 2006 2005 2004 2003 ' 2002
Balance at January 1 $ 783,536 $ 754,721 $ 454057 $ 437,164 $ 419,167
LOANS CHARGED-OFF: - ' o ‘

' Commercial . 119,049 119,737 105,855 89,250 83,562
Real estate — mortgage 46,625 42,566 30,192 . 18,865 . 16,629
Real estate — construction 1,287 . 802 1,261 88 102
Consumer _ 52,518 48,625 51,064 36,666 56,010

215,479 211,730 188,372 144,869 156,303
RECOVERIES OF LOANS PREVIOUSLY CHARGED-OFF: - ..

Commercial " 43,403 42,514 28,088 13,501 14,892
Real estate — mortgage 7,746 8,130 6,521 5,737 4,648
Real estate — construction 1,054 539 152 . 61 . 83
Consumer , 27,335 24,362 22,631 . 20,963 24,549
- ‘ 79,538 - 75,645 ., 57,392 40,262 44 472

NET CHARGE-OQFFS: : :

-Commercial d L 75,646 77,223 . 77,767 . 75,749 68,670
Real estate — morigage . T 38,879 34,436 23,671 13,128 11,681
Real estate - construction : 233 263 1,10¢ . - . . 27 .19
Consumer 25,183 24,263 - 28,433 ° . 15,703 31,461

: c ' 139,941 136,185 130,980 104,607 111,831
Allowance of purchased institutions ) ’
at acquisition date : 335,833 - - 303,144 - 2,328
Allowance allocated to sold loans and loans i : :
transferred to loans held for sale - " (14,140) - ’ - - -
Provision for loan lossés 142,500 165,000 128,500 - 1 121,500 127,500
Balance at December 31 . $ 1,107,788 $ 783,536 3 754,721 $ 454,057 $ 437,164
COMPONENTS: - - ' :
Allowance for loan losses 7 $ 1,055,953 $ 783,536 $ 754,721 $ 454057 $ 437,164
Reserve for unfunded credit . ' - R .
commitments‘®? 51,835 - - e —
Allowance for credit losses "% 1,107,788 $ 783,536 $ 754,721 $ 454,057 §$ 437,164

(1) During the fourth quarter of 2006, Regions transferred the portion of the allowance for foan and lease losses related to unfunded credit commitments to other liabilities.
. ' . .

Loans, net of unearned income, R

outstanding at end of period *~ * $ 94,550,602 $ 58,404,913 $ 57,526,954 $ 32,184,323 $ 30,985,774
Average loans, net of unearned income, . . C :
outstanding for the period 64,765,653 - 58,002,167 44,667,472 31,455,173 - 30,871,093
RATIOS: ' o ' ' L
Allowance for credit losses at end of period
* to loans, net of unearned income 1.17% 1.34% T 1.31% 1.41% 1.41%
Allowance far loan losses at end ' ' , ) ) ' ' ' .
of period to loans, net of unearned income 1.12 1.34 131 1.41 1.41
Net charge-offs as percentage of: . ) ‘ . 7 )
Average loans, net of unearned income . 0.22 0.23 ' 0.29 033 . 0.36
Provision for loan losses L ) 98.2 . 825 101.9 T 86.1 87.7
Atlowance for credit losses 12.6 174 ' 174 230 256
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TABLE 24 — NON-PERFORMING ASSETS

" (Dollars in thousands) | ) . 2006 2005 2004 2003 2002
NON-PERFORMING LOANS: . - h -
Non-accrual loans $ 306,471 $ 341,177 $ 388,379 $ 250,344 $ 226,470
Renegatiated loans ‘ - . 241 279 886 32,280
- Total non-performing loans ' - 306,471 .341,418 388,658 251,230 258,750
Foreclosed properties . 72,663 65,459 63,598 52,195 59,606
Total non-performing assets* $ 379,134 §$ 406,877 $ 452,256 $ 303,425 $°318,356
Non-performing assets* to loans, net of .
unearned income and foreclosed properties 0.40% 0.70% 0.92% 1.05% 1.15%
Accruing loans 90 days past due % 143,868 § ' 87523 $ 74777 % 35,187 % 38,499

*Exclusive of accruing loans 90 days past due

documents the internal control structures over all significant
accounts, but also places responsibility on management for
establishing feedback mechanisms to ensure that controls
are effective. These monitoring procedures are also part of
management’s testing of internal controls. At least annually,
each area updates this internal control documentation. If
changes are necessary, updates are made more frequently.

Regions also has established processes to ensure appropriate
disclosure controls and procedures are maintained. These con-
trols and procedures as defined by the Securities and Exchange
Commission (SEC} are generally designed to ensure that finan-
cial and non-financial information required to be disclosed in
reports filed with the SEC is reported within the time periods
specified in the SEC’s rules and forms, and that such information
is communicated to management, including the Chief Executive
Officer (CEQ) and Chief Financial Officer (CFO), as appropriate,
to allow timely decisions regarding required disclosure.

Regions’ has established financial review committees,
which include senior representativés from the legal, account-
ing, risk management and. internal audit departments, as well
as the core business segments. These committees met at least
quarterly during 2006 to review reports filed with the SEC,
including Forms 10-Q and 10-K, and Proxy filings, for appro-
priateness of disclosures with emphasis on recent internal
and external events. As part of this process,:certifications of
internal control effectiveness were obtained quarterly from
all business units, finance and operations. These certifica-
tions were reviewed .and presented to the CEQ and CFO as
evidence of the Company’s assessment of internal controls
over financial reporting. The Form 10-K filing was presented
to the Audit Committee of the Board of Directors for approval.
Financial results and other financial information were also
reviewed with the Audit Committee on a quarterly basis.

As required by applicable regulatory pronouncements, the
CEO and the CFO review and make various certifications
regarding the accuracy of Regions' periodic public reports
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filed with the SEC, as well as the effectiveness of disclosure
controls and procedures and internal controls over financial
reporting” With the assistance of the financial review commit-
tees! Regions will continue to assess and monitor disclosure
controls and procedures and internal controls over financial
reporting and will make refinements as necessary.

Regions' common stock is listed on the New York Stock
Exchange (NYSE) and, therefore, Regions is required to com-
ply with-NYSE corporate governance listing standards. During
2006, Regions submitted to the NYSE the CEO Certification
required under Section 303A of the NYSE corporate gov-
ernance listing standards. In addition, the CEQO and CFO
Certifications that are required under Section 302 of the
Sarbanes-Oxley Act of 2002 are filed as Exhibits 31.1 and
31.2, respectively, to Region's annual report on Form 10-K
for the year ended December 31, 2006.

COMPARISON OF 2005 WITH 2004 ,

Earnings in 2005 were primarily driven by the inclusion of the
first full year of results related to operations of the former Union
Planters. Regions acquired Union Pianters on July 1, 2004;
thus, 2004 results include the combined-operations for only

six months, while 2005 results benefit from a full year of com-

bined results of operations. Therefore, comparisons of 2005
to 2004 are significantly impacted by the merger with Union
Planters. Increased net income in 2005 compared to 2004 was
driven primarily by assets, loans, deposits, revenues, business
activities, and customers added in the Union Planters merger.

Net income in 2005 was $1.0 billion, or $2.15 per diluted
share, representing a two percent decrease from 2004 diluted
earnings per share of $2.19. Net income in 2005, excluding
merger charges of $109.7 million, or 23 cents per diluted
share, was $2.38 per diluted Share, which represents a four
percent increase from 2004 diluted earnings per share of
$2.29, excluding merger charges of $36.8 million, or 10
cents per diluted share. Return on average stockholders’




equity was 9.37 percent for 2005 as compared to 10.83
percent for 2004, while return on average assets was 1.18
percent for 2005, down from the 2004 level of 1.22 percent
See Table 3 for a GAAP to non-GAAP reconciliation.

During the period from January 1, 2005 to December 31,
2005, the Federal Reserve raised interest rates eight times
(200 basis peints), the yield curve flattened and market
spreads tightened. However, Regions benefited from the rising
interest rates as increases in interest-earning asset yields out-
paced increases in interest-bearing liability costs. As a result,
the net interest margin.increased from 3.66 percent in 2004
to 3.91 percent in 2005. Net interest income increased 33
percent to $2. 8 billion in 2005 from $2.1 billion in 2004,
primarily due to the rising net interest margin and the full- -year
impact of the Union Planters merger. Additionally, a shift in
the mix of interest-earning assets andinterest-bearing tiabili-
ties benefited Regions.

Non-interest income (excluding securlty gains/losses)
totaled $1.8 billion, or 39 percent of total revenue {(on a fully
taxable-equivalent basis) in 2005, compared to $1.7 billien,
or 42 percent of total revenue (on a fully taxable-equivalent
basis} in 2004. B'r'okerage and investment banking revenues
increased in 2005 to $548.7 million, compared to $535.3
million in 2004, This increase was attributable to strong
private client, equity capital markets, and investment advi-
sory.income streams during 2005. In addition, trust income
increased 25 percent to $127.8 miliion in 2005 versus 2004.
Service charges on deposit accounts increased 24 percent to
$518.4 million, due primarily to deposit accounts added from
the Union Planters merger. These increases were partially
offset by third and fourth quarter 2005 service charge waivers
and deferrals in areas impacted by Hurricane Katrina.

In 2005, mortgage servicing and origination fees increased 13
percent to $145.3 million, compared to $128.8 million in 2004.
These increases were due to volumes added in the Union Planters
merger, partially offset by a reduction in serviced loans.

Regions reported net losses of $18.9 million from the sale of
securities available for sale in 2005, compared to net gains of
$63.1 million in 2004. These losses and gains were primarily
refated to the sale of agency and mortgage-related securities in
conjunction with balance sheet management activities. -

Other income increased 19 percent to $492 million in

2005, primarily due to the inclusion of full-year results for

Union Planters. Fees and commission income increased
35 percent in 2005 due to a full year of busin_ess activity
related to the Union Planters merger. Insurance premiums
and commission income decreased seven percent in 2005.
Customer derivative revenue increased to $27.7 million in
2005 compared.to the $7.8 million in 2004, as penetration
of the legacy Union Planters customer base continued to pro-
duce sales of customer derivative products and as customers
increasingly swapped floating-rate loans for fixed-rate loans in
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a flattening yield curve environment... - N A

Non-interest expense totaled $3.0 billion in 2005 com-
pared to $2.5 billion in 2004. Included in non-interest
expense in 2005 are merger-related charges of $168.8
million. Largely offsetting these charges, Regions realized
$135.5 million in cost savings in 2005 in connection W|th
the Union Planters merger.

Salaries and benefits increased 22 percent in 2005,
primarily due to salaries and benefits of associates added
in connection with the Union Planters merger, as well as
incremental incentive costs related to increased revenue pro-
duction. Excluding $73.6 million of merger-related charges
in 2006 and $16.1 million in 2005, salaries and benefnts
increased 18 percent in 2005.

Net occupancy increased 40 percent to $224.1 million in
2005, primarily attributable to expenses added in connection
with the Union Planters acquisition, new and acquired branch
offices, expenses incurred in connection with Hurricane
Katrina and a general rise in price levels. Furniture and equip-
ment expense increased 30 percent to $132.8 million in
2005 due to expenses added in connection with acquisitions,
expenses incurred in connection with Hurricane Katrina, rising
price levels and expenses refated to equipment for new branch
offices. Other expense increased to $251.1 million in 2005
primarily due to merger-related costs of $89.6 million in 2005.
Other expense increased in connection with the merger due to
higher legal and professional fees, increased non-credit losses,
and increased amortization of identifiable intangible assets. In
addition, other expense increased reflecting increased amorti-
zation of mortgage servicing rights due to rising mortgage rates
and reduced prepayment speed assumptions.

Regions' provision for income taxes in 2005 increased $69.7
million compared to 2004 due primarily to increased earnings
resulting from the 2004 merger with Union Planters as well as
non-merger-related earnings increases during 2005.

Non-performing assets decreased $45.4 million or 10
percent in 2005 from 2004. Non-performing assets as a per-
centage of loans plus foreclosed properties was 0.70 percent
as of December 31, 2005, compared to 0.92 percent at year-
end 2004. Non-performing metrics improved in 2005 due
primarily to the disposition of a single large commercial credit
and an improving economy.

Net charge-offs increased $5.2 million, or four percent in
2005 due to the merger with Union Planters mid-2004, offset
somewhat by improving credit quality. The provision for loan
losses increased $36.5 million to $165.0 million, primar-
ily as a result of the full-year impact of the Union Planters
merger. The allowance for credit losses increased $28.8
million to $783.5 million in 2005. The allowance for credit
losses as a percentage of loans, net of unearned income was
1.34 percent at the end of 2005 compared to 1.31 percent
at the comparable previous year-end.
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MANAGEMENT'S DISCUSSION AND ANALYSIS GF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

TABLE 25 — QUARTERLY RESULTS OF OPERATIONS

. 2006
Fourth Third Second First

(In thousands, except per share data) - C Quarter . Quarter - Quarter Quarter
Total interest income o . $1,893,919 $ 1,339,621 $ 1,264,986 $ 1,195,732
Total interest expense . N 823,438 561,922 502,451 453,005
Net interest income -~ : ‘ . - 1,070,481 , 777,699 . 762,535 742,727
Provision for foan losses - . 60,000 - 25,000 . 30,000 . . 27,500
Net interest income after pravision for loan losses - . 1,010,481 752,699 < 732,535 715,227
Total non-interest income, excluding securities (Iosses) gams 635,347 457,845 " 490,683 " 470,106
Securities (Josses) gams Y o - (20) | 8,104 - .’ 28 11
Total non-interest expense . ) . . _ 1,116,831 714,593 726,513 756,094
Income before income taxes. . o ' ] “ 528,977 504,055 - 496,733 429,250
Income taxes - : . L - 167,426 . 152,398 151,476 134,570
Net income : . A $ 361,551 $ 351,657 $ 345257 % - 294,680
Earnings per share:” - oo ) : LT '

- Basic o o o $ 057 § 077 % 076 % 0.65

Diluted . - " 0.56 C o077 0.75 0.64
Cash dividends declared per share”  © - 035 , 035 0.35 0.35
Market price: , . o ‘ .- _

High : s _ ‘ 39.15 37.36 36.66 ., . 36.32

Low . . S < 36.25 . 3237 . 32.66. 32.89

2005
Fourth Third . Second =~ First

(In thousands except per share data) ! ) Quarter Quarter" " Quarter Quarter
Total interest income i ' e , $1,149,160 % 1,113,855 $ 1,055,384 '$ 991,976
Total interest expense [ : e 423,247 396,432 . 358672 311,405
Net interest income . - AT o 725,913 717,423 696,712 . . 680,571
Provision for loan losses . = - - ! BN 40,000 62,500 © 32,500 30,000
Net interest income after provision for loan lossés - 685,913 ‘654,923 664,212 650,571
Total non-interest mcome excludlng secur:tles {losses) gams 440,394 471,029 456,025 = 464,876
Secirities (losses) galns . © (17,609) (20,717} 53,400  (33,9686)
Total non-interest expense . 754,036 741,123 817,851 . 733,946
Income before income taxes Lot 354,662 364,112 355,786 . . 347,535
Income taxes S : oo 100,666 107,556 107,435 105,894
Net income g S $- 253,996: $ 256,556 $ 248351 $ 24],641
Earnings per share: CoT . - : '

Basic N o $ 056 $ 056 $ 054 $ 052

Diluted S 055 055 . 053 0.51
Cash dividends declared per share . 0.34 0.34 034 . 0.34
Market price: . . . _—

High o . . - 3501 - 3554 34.50. - 35.52

Low - o e 29.16 30.44 3130 - °31.66

0

Note: Quarterly amounts may not add to year-to-date amounts due to rounding.
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FORWARD-LOQKING STATEMENTS! P

This Annual Report on Form 10-K, other periodic reporis
filed by Regions Financial Corporation (*Regions") under the
Securities Exchange Act of 1934,:as amended, and any other
written or oral statements made by or on behalf of Regions may
include forward-looking statements.' The Private Securities
Litigation Reform Act of 1995 (the "Act”) provides a “safe-
harbor" for forward-looking statements which are identified as
such and are accompanied by.the identification of important
factors that could cause actual results to differ materially from
the forward-looking statements. For these statements, we,

together with our subsidiaries, unless the context-irnplies oth- -

erwise, claim the protection afforded.by the safe harbor.in the
Act. Forward:looking statements are.not based on. historical

information, but rather are related to future operations; strate- -

gies, financial results or other developments. Forward-locking
statements are based on management's expectations.as well
as certain assumptions and estimates made by, and informa-
tion available to, management at the time the statements are
made, Those statements are hased on general assumptions
and are subject to various risks, uncertainties and other fac-
tors that may cause actual results to differ materially from the
views, beliefs and projections expressed in such statements.
These risks, uncertainties and other factors include, but are
not limited to, those described below:

« Regions' ability to achieve the earnings expectations
related to businesses that have been acquired, incluc_ling
its merger with AmSouth Bancorporation {*AmSouth”) in
November 2006, or that may be acquired in the future,
which in turn depends on a variety of factors, including:
- Regions' ability to achieve the anticipated cost savings

and revenue enhancements with respect to the acquired
operations, or lower than expected revenues from con-
tinuing operations; '

- The assirnilation of the combined companies’ corporate
cultures;

- The continued growth of the markets that the acquired
entities serve, consistent with recent historical
experience;

- Difficulties related to the integration of the businesses,
including integration of information systems and reten-

~ tion of key personnel;

- The effect of required divestitures of branches operated
by AmSouth prior to the merger.

REGIONS FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

# Regions" ability.to expand into new.markets and to main-
tain profit margins in the face of competitive pressures.
« Regions’ ability to keep pace with technological changes.
- Regions’ ability to develop competitive new products and
- services in a timely. manner and the. acceptance of such
: products and services by Regions’ customers-and potent|a|
customers, : iy S -
‘Regions’ ability to effectwely manage interest rate risk,
market risk, credit risk,’operational risk and legal risk.
Regions' ability to manage fluctuations in the value of
assets and liabilities and off-balance sheet:exposure so
as to maintain suffnment capltal and Ilqurdlty to support
Regions' business: - |
«The cost and other effects of material contmgenmes
.including litigation contingencies. - .- 3. .
The effects of increased competmon from both banks and
» « non-banks. T ‘ '
Further easing of restnctlons on partrmpants in the finan-
cial services industry, such as banks, securities brokers
and dealers, investment companies and finance compa-
nies, may increase competitive pressures.
Possible changes in interest rates may increase fund-
ing costs and reduce earning assei yields, thus reducing
margins. )
Possible changes in general economic and business
conditions in the United States in general and in the com-
munities Regions serves in particular.
Possible changes in the creditworthiness of customers and
the possible impairment of collectibility of loans.
The effects of geopolitical instability and risks such as
terrorist attacks.
Possible changes in trade, monetary and fiscal policies,
laws, and regulations, and other activities of governments,
agencies, and similar organizations, including changes
in accounting standards may have an adverse effect on
business.
Possible changes in consumer and business spending
and saving habits could affect Regions' ability to increase
assets and to attract deposits.
-+ The effects of weather and natural disasters such as
hurricanes.

[LXT] [LR]]

The words "belie'vé, expect,” “anticipate,” “project,” and
similar expressions often signify forward-fooking statements.
You should not place undue reliance on any forward-look-
ing statements, which speak only as of the date made. We
assume no obligation to update or revise any forward-looking
statements that are made from time to time.
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REPORT ON MANAGEMENT'S ASSESSMENT OF INTERNAL CONTROL OVER FINANCIAL REPORTING T

+ ‘.

Management of. Regions is responsible for, establishing and maintaining adequate internal control over financial reporting.
Regions’ internal control system was designed.to provide reasonable assurance to the Company's management and Board
of Directors regarding the preparation and fair presentation of the Company’s fmanmal statements for external purposes in
accordance with U.S. generally accepted accounting principles.

.. All internal controls systems, no matter how well designed, have inherent limitations and may not prevent or detect mis-
statements in the Company’s financial statements. Therefore, even those systems determined to be effective can provide only
reasonable assurance with respect to financial statement preparation and presentation. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures may deteriorate.

Regions' management assessed the effectiveness of the Company's internal control over flnancmi reporting as of December
31, 2006. In making this assessment, it used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission (COS0)} in its Internal Control — Integrated Framework. Based on our assessment, we believe that, as of
December 31, 2006, the Company's internal controt over financial reporting is effective based on those criteria.

Regions’ independent registered public accounting firm has issued an audit report on our assessment of the Company's
internal control over-financial.reporting. This report appears on the following page.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM T S

BOARD OF DIRECTORS AND SHAREHOLDERS . B ) O P T S A A
OF REGIONS FINANCIAL CORPORATION: : ' T T U

We have audited management s assessment;.included in the accompanying Report on Management’s Assessment of-Intérnal
Control Over Financial:Reporting,'that Regions Financial Corporation'maintained effective internal control over financial report:
ing as of December 31; 2006, based on criteria established in Internal Control — Integrated.Framework issued by the Committee
of- Sponsoring Organizations of the Treadway.Commission’(the COSO criteria). Regions:Financial Corporation’s:management
is responsible for maintaining effective internal control over-financial reporting and. for’'its assessment of the effectiveness of
internal control over financial reporting, Our responsibility-is to express:an opinion on’management’s assessment and an oplnlon
on the effectiveness of the company’s internal control over financial reporting based on our audit. . T T

*We conducteds<our.audit in. accordance with the-standards of the Public Company Accounting Oversight Board (Umted
States)..Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an.understanding
of.internal control over financial reporting; evaluating management’s assessment, testing and evaluating the design and operat-
ing effectiveness of internal control, andperforming such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. . A R s .

A company's internal control over financial reporting is a process designed to.provide reasonable assurance regardmg the
reliability of financial reporting and.the preparation.of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over-financial reporting.includes those policies and procedures
that'{1).pertain to the maintenance of records that, in reasonable detail, accurately andfairly reflect the transactions and
dispositions of the assets of the company;.{2) provide reascnable assurance.that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts.
and expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3). prowde reasonable assurance regarding prevention or timely detectlon of unauthonzed acquisition, use, or
disposition of the company 's assets’ that could have a material effect on the financial statements, :

Because of its ln}herent limitations, internal control over financial reporting may not prevent or detect mlsstatements Also,
prOJectaons of any-evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. - .. .

In our opinion, management's assessment that Regions Financial Corporation maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO criteria. Also, in our
opinion, Regions Financial Corporation maintained, in all material respects, effective internal control over financial reporting
as of December 31, 2006, based on the COSO criteria. '

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States)
the consolidated statements of condition as of December 31, 2006 and 2005.‘and the related consolidated statements of
income, changes in stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2006,
of Regions Financial Corporation and our report dated February 26, 2007, expressed an unqualified opinion thereon. -

Gamit v Young LLP

February 26, 2007 .

Birmingham, Alabama
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

BOARD OF DIRECTORS AND SHAREHOLDERS oF ' ' : - .
REGIONS FINANCIAL CORPORATION ' : : “ a7 ‘

We have.audited.the accompanying consolidated statements of condition. of Regions Financial Corporation and subsidiaries
as of December 31, 2006 and.2005, and the related consclidated statements of income; changes in stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2006. These financial statements are the responsibility
of the Company's management. Our 'responsibili"ry is to express an opinion on these financial statements based on our audits!

. We conducted our-audits in accordance with the standards of the Public Company Accounting Oversight Board {(United
States}. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test-basis, evidence supporting the amounts
and.disclosures in the financial statements.-An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as.evaluating the overall financial statement presentatlon We believe that our audits
provide a reasonable basis for our opinion. g

In our opinion, the financial statements referred to above present falrly, in all matenal respects, the consolidated financial
position of Regions Financial Corporation and subsidiaries at December 31,2006 and 2005, and the.consolidated results of
their operations and their cash flows for each of the three:years in the period ended December 31, 2006, in conformuty with
U.S. generally accepted accounting principles. :

We also have audited, in accordance with:the standards of the Publlc Company Accountmg Oversight Board (United States),
the effectiveness of Regions Financial Corporation’s internal control over financial reporting as of December 31, 2006, based
on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated.February 26, 2007, expressed an ungualified opinion thereon.

é’. it t '

February 26, 2007
Birmingham,-AIabama
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REGIONS FINANCIAL CORPORATION
CONSOLIDATED-STATEMENTS OF CONDITION

‘ S e . . " . December 31
{In thousands, except share data) _ 3 ’ : -+ 2006 - . .. 2005

otal liabilities . . R x‘: S
Stockholders equity:, .-~ - Ty ~< : i e et
Common stock, par value $. 01 a share; . 1 o

y
W F

-
[

Authorized 1, 500 000 OOO shares

Issued mcludmg treasury stock — 730, 275 510 shares in 2006 e _ e : o
" and 473,756, 429 shares in 2005~ - . T i o 7 303' ' g 738
. Additional paid-in capital’ . , ST e o 6,339.726 0 7 248 855
UndIVlded proflts ) o ' < 4,493,245 3 034 905
Treasury stock, at ‘cost = 200, 000 shares in 2006 and 17,408,800 shares in 2005 © (7,548) (581",890)
Accumulated other comprehensive Ioss - (131,272)° - '~ (92,325}
A' Total stockholders’ equity - Y ' 20,701,454 % 10.614,283
" 'Yotal liabilities and‘stockholders' equity <+ o . $ 143,369,021 $ 84,785,600

See notes to consolidated financial statements. ' ' . L T Y I S

122,667,567 +.74,171,317

R}

ASSETS - ‘ _ . R
Cash.and due from banks .- , . P . ) $ 3,550,742 % 2,414,560
!nterest-bearlng deposits in other banks . .o ) 270,601 .. .92,098
Federal-funds sold and securltles purchased under agreements to resell ' - 896,075 710,282
Trading account assefs., ) e . .. B 442 994 ... 992,082
Securities available for sale . ) - .. 18, 514 332 11,947,810
Securltles held to maturlty (aggregated estlmated market value of ' . . ) : ) .
T $47 767 in 2006 and of $27,107.in 2005) S . I o 47 728" e 31,464 E
Loans held for sale ) R 3 308,064 ' 1,53.1,'6’64
Loans held for sale - dweshtures D : o 1,612,237 T -
Margin receivables ' oo S © Y 570,063 . 527,317
Léans, net of unearned income s . ‘ 94;550,602 ©  58/404,913
Aflowance for.loan Iosses R "t (1,055,953) {783,536)
" Net loans ] - . e e ‘ . 93,494,649. 57,621,377 -
Premises and equipment, net . - . ) : S - 2,398,494 - 1,122,289
Interest receivable ' v, v e LD : 666,410 - . 420,818
Excess_purchase price .. + : LS T 4.11;175,647. - 5,027,044
Mortgage servicing rights (MSRs) . N . - ,374,871 . . .-412,008
Other identifiable mtanglble assets . e . © 957,834, - 314,368
Other. assets e . -, _ 4,088, 280_ ...1,620,419
_.Total:assets . o : - . $ 143369021 $ 84,785600
LIABILITIES AND STOCKHOLDERS' EQUITY cie T j‘.'. o
Deposits: o . . .
Non interest-bearing : L ] ._ \ . ) $ 20 175, 482 $ 13 699 038
_ Non-interest- bearing - divestitures © " 7 S o533, 295' o
* Interest-bearing - e ) ' "t ©-, 78,281,120 46 679 329
Interest bearing — dwestltures PR ‘ ' 2,238,072:"
“Total deposits = RS . © 0 101,227,969 60,378,367
Borrowed funds: =~ " S o I R
- ~+Short-term b'ormwings‘ T AT ' Co T L S
1+ Federal funds purchased and securities sold'under agreements to repurchase '7;676,254'.‘ =‘-‘3.'928,185
. Other short-term borrowings L . _ ‘ '~ 1,990,8177r. "~'1,038,094
. Total short-term-borrowings Lo : . 9,667,071 . -, 4,966,279
> Long-term borrowings © °* RN . ' 8,642,649 - .. 6,971,680
... Total borrowed funds ,‘ A . - . 18,309,720 ..11,937,939
'Other liabilites 7., PUTTRAR . : ' . 3,129,878 1,854,991



REGIONS FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31

Cash dividends declared per:share.

See notes to consclidated financial statements.
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{In thousands, except per share data) 2006 2005 - 2004
INTEREST INCOME: . .
Interest and fees on loans $ 4,710,731 $ 3,546,767 © $ 2,318,684
Interest on securities: ' i B ' _' _
Taxable interest income 606,665 498,666 434,009
Tax -exempt interest mcome 33,679 28,800 ‘25,319
Total interest on securltles 640,344 i 527,456 459 328
Interest on loans held for sale : . 196,759 149,167 118, 038
Interest on federal funds sold and securities purchased - . ‘ ‘ , :
under agreements to resell 51,445 19,301 - L. 7,701
Interest on trading account assets 54,538 36,596 ., . 31,903
Interest on margin receivables 37,541 29,173 . 19,234
Interest on time deposits in other banks 2,900 1,905 797
Total interest income | © 5,694,258 4,310,375 2,955,685
INTEREST EXPENSE: : P ' i
Interest on deposits . 1,680,167 © 1,004,727 496,627
Interest on short-term borrowings 275,497 164,816 108,000
Interest on long-term borrowings 385,152 | 320,213 - 238,024
Total interest expense 2,340,816 11,489,756 "' ' 842651
Net interest income - 3,353,442 2,820,619 2,113,034

Provision for loan losses 142,500 165,000. 128,500

Net interest income after provision for loan losses 13,210,942 2,655,619 11,984,534
NON-INTEREST INCOME: . . : o
Brokerage and mvestment banking . - 877,427 . 548,662 : _535‘,300

.Service charges on deposat accounts 649,392 518,388 © 418,142
Trust department income - 150,182 127,766 . . .102,569
Mortgage servicing and ornglnatlon fees 133,171 145,304 -, 128,845
Securities gains (Iosses) net 8,123 (18,892) . 63,086
Other 443,809 492,204 -. + - 414,489

Total‘non—interest income 2,062,104 1,813,432 ., -.:1,662,431

NON-INTEREST EXPENSE: . ** N e : :

- Salaries and employee-benefits 1,922,990 1,739,017 ;- 1,425,075
Net occupancy expense - 259,978 224,073 - 160,060
Furniture and eqmpment expense 162,296 132,776 " 101,977
Other : 968,767 951,090 - 784,271

"Total non-interest expense- 3,314,031 "3,046,956 2,471,383

Income before income taxes 1,959,015 1,422,008 % " . i,175,582

Income taxes 605,870 421551 " 351817
Net income $ 1,353,145 $ 1,000,544 $ 823,765
. Net income available to common shareholders $ 1,353,145 . $ 1,000,544 $ 817,745

' We.Ighted average number of shares outstanding: i . ' . :
Basic, 501,681 461,171 368,656
Dlluted 506,989 |, = 466,183 373,732

‘Earmngs per share basic $ '2.70_ $ 2.17 $.. T o222
Earnings per share - diluted 2.67 . 2,15 . 2.19
1.40 -.1.36, . 133




REGIONS FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

"

R -4 e ' Accumulated. .
- e . Additional - ' Other Treasury Unearned
. - ot Common Stock Paid-In Undivided  Comprehensive Stock, Restricted

{In thousands, except per share data) Shares Amount Capital Profits Income {Loss) At Cost Stock Total o

BALANCE AT JANUARY 1, 2004 221,967 $,139,598 $ 983,669 $3.329023 $§ 63,540 F (49,944} $ {13,771)$ 4,452,115

Comprehensive income: I . ' j o '

Net income . _'k - ' - ! -t 823,765 ' - Y- — - 823,765

Unrealized losses on securities available for sale, o . E - H '

- net of tax and reclassification adjustment*® W - - B (15,752} - - . (15,752)

Other camprehensive gain from defivatives, . ' ) ! .. Y

net of tax and reclassification adjustment“’ , o=t - - . - 2,465 - L 2,465

Comprehensive income e B} ) P cT . .o, 2 B10,478

Cash dividends declared — $1.33 per share .. o -“'—¢ ' - - = (489,817y , . - . .- .= (489,817)

. Pirchase of treasury stock . (4,997). - - ey T - o 011862760 0 - ,(186,276)

Treasury stock retired and reissued U2 (3.4B4) - {203,361) o A - ‘206825 - _

Reclassification for exchange of 1.2346 sharesof + - + I e feoT ' o :
$.01 par value common stock for 1 share of : ' . PR - s P o
$.625 par value commeon stock - . C . S T .
in connection with merger 51,605 ..'(‘134,765) 134,765 - - - .- - !

Commeon stock transactions: S ‘ . . ' : : . ;
Stock issued for acquisitions - -~ 190,262 ~ 1,903 . 6,028,077 - .- LR .z Y -~ 6,029,980
Stock issued to employees under L oo . T S * - I

incentive plans, net o 1,559, 482 54,404 ' - : - .. - (64,613) (9,727

Stock options exercised 5,845 917 130,012 .- L= - . -, 130929

Settfement of accelerated stock | - ' : - '

- repurchase agreement o DERIPEEP - (1,158) LI - = -t {1,158)
Amortization of unearned restricted stock - - - - .= ~_ .« 12,533 © 412,933
BALANCE AT DECEMBER 31, 2004 . 466,241, , 4,671 7,126,408 3,662,971. ° 50,253. , (29,395 (65,451) 10,749,457
Comprehenswe income: v "." . ., B ' o b e .

‘Net income - R - - - 1,000,544 : -, L= H -, 1,000,544

Unrealized losses on securmes avallable for sale, ' ' B

 ‘net of tax and reclassification adjustment'™® - - - - (136,881} C - - -(136,881) -

Other comprehensive loss from derivatives, e d S e

net of tax and reclassification adjustment® - - ) - - . (5697 - - . -, - {5,697)

Comprehensive income e - : \ ] 857,966

Cash dlwdends declared — $1. 36 per share o= . oo - (628,610} - . - - (628,610)

Purchase of treasury stock = ' (16,566) - - = " .- (552,495} v 1, (552,495)

Common stock transactions: . . . vt . N PR - o
Stock issued to employees under I R ) AT L.

" incentive ptans, net o .. 875 ) 9 31,153 = - . - (35.994) {4,832)

Stock options exercised * 5,797 58 165,922 i - T - ’ 27 165,980
Amortization of unearned restricted stack Tl - - S st R - 26817 ‘26,817 )
BALANCE AT DECEMBER-31, 2005 456,347 ' ' 4,738 7,323,483 4,034,905 (92,325) . (581,890} (74,628) 10,614,283 o ;
Reclassification for adoption of FAS 123R ot - {74,628) oot vz vr o 774,628 - '
Comprehensive income: . . . . . . . .

Net income ’ - . - - 1,353,145, . - - - 1,353,145

- . - b S . . ' o
Usrealized gains on securities avaﬂable for sale, L ) ' . . i
net of tax and reclassification adjustment™ - - - - 15,527 - P - 15,527 B

Other comprehensive gain from derivatives, R : ’ L i
.1 netof taxand reclassification-adjustment EIWE - - - 9,656 . s e 9 656

Unreallzed actuarial loss and prior servllce credit S " ; . o T . 1

for pensmn liability, net of tax - - - - (64,130) - - (64,130)

Comprehenswe income ' ’ A : ‘1,314,198

Cash dividends declared - $1.40 per share Cau- - - (894,805) ; - - - - - (894,805)

Purchase of treasury stock , . } (13,764). - . - . - - - {490,370) . - . +(490,370)

Retirement of treasury stock .. ’ - (310) (1,064,402) - = 1,064,712 R -

Common stock transactions: - > .. : | ‘. et o . i
Stock issued for acquisitions 277,095 2,771 9855017 T L= - = 9,857,788 'l:
Stock issu.ed' to employees under - ’ LT . . o Lo :

incentive plans, net - .1,044 . , 10 {7,314) .- o - - } (7,304)

_ Stock options exercised ‘ 9,354 94 264,241 - - - - 264,335

Amortization of unearned restricted stock _ - - 43,329 - - ! - - 43,329

BALANCE AT DECEMBER 31 2006 , 730076 8 7, 303 $16,339, 726 $ 4,493,245 & (131 272)° % (7, 548) $ -~ -%$20,701,454

() See dlsclosure of recIaSS|f|cat|on adjustment amount and tax effect, as apphcable in Note 13 to the consol:dated fmancnai statements,

M

See notes to consolidated financial statements.
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REGIONS FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

(In thousands) 2006 2005 2004
OPERATING ACTIVITIES: h
Net'income $ 1,353,145 $ 1,000544 % 823,765 -
Adjustments to reconcile net cash provided by operating activities:
Loss on early extinguishment of debt 6,532 10,878 39,620
Depreciation and amortization of premises and equipment 144,038 111,506 82,414
Provision for loan losses 142,500 165,000 128,500
Net (accretion) amortization of securities {1,720) 17,057 - 24,673
Amortization of loans and other assets 178,347 186,073 -+ 139,084
Provision for {recapture of} impairment of mortgage servicing rights 16,000 (32,000) =~ © 22,000
Gain on exchange of NYSE seats for NYSE publicly traded stock (13,111) - -
{Amortization) accretion of deposits and borrowings {17,894) 443 655
Provision for losses on other real estate 5,698 5,888 2,353
Excess tax benefits from share-based payments {32,454) - -
Deferred income tax expense {benefit) 61,099 (563,729) 41,889
Loss (gain) on sale of premises and equipment 8,522 (3,155) 283
Net securities (gains) losses {8,123) 18,892 {63,086)
{increase) decrease in trading account assets (423,196) {63,406) 252,772
{Increase) decrease in loans held for sale {788,841) 251,667 259,821
(increase) decrease in margin receivables (42,746) {49,504} 25,762
(increase) decrease in interest receivable (46,451} (75,255) T 4,211 -
Decrease (increase) in other assets 1,762,856 (135,734) (119,458)
Increase {decrease) in other liabilities 501,792 539,108 (636,166)
Other 36,028 21,954 3,206
Net cash provided by operating activities 2,842,021 1,916,227 1,072,298
INVESTING ACTIVITIES: i
Net increase in loans S {2,172,785) (1,014,109 (2,771,020)
Proceeds from sale of securities available for sale 3,770,572 5,014,256 3,574,799
Proceeds from maturity of securities held to maturity 151,939 1,040 1,544
Proceeds from maturity of securities available for sale 2,608,866 2,230,748 3,263,805
Purchase of securities held to maturity - (161,796) (870} (2,325)
Purchase of securities available for sale (5,550,408) (6,862,448) (4,967,143)
Net purchase of premises and equipment (94,661) (141,545) (109,041)-
Net decrease in custormers’ acceptance liability 1,316 9,058 29,071
Acquisitions, net of cash acquired 1,217,587 - 1,045,695
" Net cash provided by (used in} investing activities (229,370) (763,870 65,385
FINANCING ACTIVITIES: .
Net increase in deposits 3,310,923 1,710,901 -3,030,569
Net decrease in short-term borrowings (944,956) (1,029,332) {1,653,405)
Proceeds from long-term borrowings 816,048 1,038,216 | " 1,534,987
Payments on long-term borrowings (3,204,486) (1,316,999) - (2,718,840)
Net decrease in bank acceptance liability {1,316) (9,058) (29,071)
Cash dividends . (894,805) {628,610) (489,817)
Purchase of treasury stock (490,370) (552,495) (187,434)
Excess tax benefits from share-based payments 32,454 . - -
Proceeds from exercise of stock options, net 264,335 165,980 © 130,929
Net cash used in financing activities (1,112,173) {621,397) (382,082)
Increase in cash and cash equivalents . 1,500,478 530,960 755,601
Cash and cash equivalents at beginning of year . 3,216,940 . 2,685,980 1,930,379
Cash and cash equivalents at end of year $ 4,717,418 $ 3,216,940 $ 2,685,980

See notes to conseolidated financial statements.
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NOTE 1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES
Regions Financial Corporation (“Regions” or “the Company™}
provides a full range of banking:and bank-related services to
individual and corporate customers through its subsidiaries
and branch offices located primarily in Alabama, Arkansas,
Florida, Georgia, IHinois, Indiana, lowa, Kentucky, Louisiana,
Mississippi, Missouri, North Carolina, .South Carolina,
Tennessee, Texas and Virginia. The Company is subject to
intense competition from other financial institutions, is subject
to the regulations of certain government agencies, and under-
goes periodic examinations by those regulatory authorities.
The accounting and reporting policies of Regions and the
methods of applying those policies that materially affect the
accompanying consolidated financial statements conform with
accounting principles generally accepted in the United States
("GAAP") and with general practices in the financial services
industry. In preparing the financial statements, management
is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the statement
of condition dates and revenues and expenses for the periods
shown. Actual results could differ. from the estimates and
assumptions used in the consolidated financial statements
including, but not limited to, the estimates and assumptions
related to the allowance for credit losses, intangibles, mort-
gage servicing rlghts and income taxes.

BASIS OF PRESENTATION AND PRINCIPLES
OF CONSOLIDATION :
The consolidated financial statements include the accounts of
Regicns, its subsidiaries and certain variable interest entities
(“VIEs™). Significant intercompany balances and transactions
have been eliminated. Certain amounts in prior-year financial
statements have been reclassified to conform to the current year
presentation. These reclassifications are immaterial and have
no-effect on net income, total assets or stockholders’ equity.
Regions considers a voting rights entity to be a subsidiary and
cansolidates it if Regions has a controlling financial interest in
the entity. VIEs are consclidated if Regions is exposed to the
majority of the VIE's expected: losses and/or residual returns
(i.e., Regions is considered to be the primary beneficiary).
Unconsolidated investments in voting rights entities or VIEs
in which Regions has significant influence over operating and
financing decisions {usually defined as a voting or economic
interest of 20% to 50%} are accounted for using the equity
method. Unconsolidated investments in voting rights entities
or VIEs in which Regions has a voting or economic interest of
less than 20% are generally carried at cost. ‘
Regions owns the common stock of subsidiary business
trusts, which have issued mandatorily redeemable preferred
capital securities (“trust preferred securities”) in the aggre-
gate of $290.5 million at the time of issuance. These trusts
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meet the definition of a VIE of which Regions is not the
primary beneficiary; the trusts’ only assets are junior subor-
dinated debentures issued by Regions, which were acquired
by the trusts using the proceeds from the issuance -of the
trust preferred securities and common-stock. The junior
subordinated debentures are inctuded in long-term debt and
Regions' equity interests in the business trusts are included
in other assets. For regulatory reporting and capital-adequacy
purposes, the Federal Reserve Board has indicated that such
preferred securities will continue to constltute Tier 1 capital
until further notice.

‘Regions periodically mvests in various I|m|ted partnerships
that sponsor affordable housing projects, which are funded
through a combination of debt and equity with equity typi-
cally comprising 30% to 50% of the total partnership capitat.
These partnerships meet the definition of a VIE; however,
Regions is not the primary beneficiary of these partnerships.
Regions’ maximum exposure to loss as of December 31, 2006
and 2005 was $321.2 million and $141.4 million, respec-
tively, which included $84.8 million and $15.8 mi|I|0n in
unfunded commitments to the partnerships. -
CASH AND CASH FLOWS ¥
Cash equivalents include cash and due- from banks, interest-
bearing deposits in other banks, and:federal funds sold and
securities purchased under agreements to resell. ‘Regions. paid
$2.2 billion in 2006,.$1.5 billion in 2005 and $760 million in
2004 for interest on deposits and borrowings. {ncome tax pay-
ments totaled $445 million for 2006, $172 million for 2005
and $212 million for 2004. Loans transferred to other real estate
totaled $128 million in 2006, $164 million in 2005 and $261
million in 2004 In 2006, Regions reclassified $625 million of
student loans from loans to loans held for sale. In 2004, Regions
reclassified $430 million of indirect consumer auto loans from
loans held for sale to the loan portfolio. There were no such
reclassmcatlons in 2005,

TRADING ACCOUNT ASSETS

Trading account assets, which are held for the purpose of
selling at a profit, consist of debt and marketable equity secu-
rities and are carried at estimated fair value. Gains and losses,
both realized and unrealized, are included in brokerage and
investment banking income. Trading account net gains totaled
$27.9 million (including $169,000 of net unrealized losses),
$6.9 million (including $667,000 of net unrealized losses)
and $9.5 million (including $3.2 million of net unrealized
gains} in 2006, 2005 and 2004, respectively.
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SECURITIES PURCHASED UNDER AGREEMENTS
TO RESELL AND SECURITIES SOLD UNDER AGREEMENTS
TO REPURCHASE )
Securities purchased under agreements to reseli and securities
sold under agreements to repurchase are generally treated as
collateralized financing transactions and are recorded at mar-
ket value plus accrued interest. It is Regions’ policy to take
possessmn of securities purchased under resell agreements,
SECURlTIES '
Management determines the appropriate cIaSS|f|cat|on of debt
and equity securities at the time of purchase and periodically
re-evaluates such designations: Debt securities are classi-
fied as securities held to maturity when the Company has the
intent and ability to hold the securities to maturity. Securities
held to maturity are stated at amortized cost. Debt securities
not classified as securities held to maturity or trading account
assets and marketable equity securities not classified as trad-
ing account assets are-classified as securities available for
sale. Securities available.for sale are stated at estimated fair
value, with unrealized gains and losses, net of taxes, reported
as a compenent of other comprehensive income. The esti-
mated fair value of securities is determined based on quoted
market prices. |f quoted market prices are not available, esti-
mated fair value is determined based on quoted market prices
of comparable instruments. . T
The amortized cost of debt securities classified as securi+
ties held to maturity or securities available for sale is adjusted
for amortization of premiums and accretion of discounts to
maturity, or in the case of mortgage-backed securities, over
the estimated life of the security, using the.effective yield
method. Such amortization or accretion is included in interest
on securities. Realized gains and losses are included in net
securities gains (losses). The cost of securities sold is:based
on the specific identification method.. . s -

The Company reviews its securities portfollo on a regular -

basis to determine if there are any conditions indicating that a
security has other-than-temporary impairment. Factors consid-
ered in this determination include the length of time that the
security has been in a loss position, the ability and intent to
hold the security until such time as the value recovers or.the
security matures, and the credit quality of the issuer. When a
security has impairment that is considered to be other-than-
temporary, the security is written down to fair vatue'and a loss
is reported in other non-interest expense.

LOANS HELD FOR SALE

At December 31, 2006, loans held for sale included 1-4 famlly
real estate mortgage loans, student loans, and loans held for
sale associated with divestitures, which include all commercial
and consumer loan products offered by Regions. Refer to Note
2 for a discussion of assets and liabilities held for sale associ-
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ated with these divestitures.” At December 31, 2005, loans
held for sale included only 1-4 family real estate mortgage
loans. .Regions primarily classifies new 1-4 family real estate
mortgage loans as held for sale, but may retain some of these
loans based on available liquidity, interest rate risk manage-
ment and other business purpeses. Mortgage loans held for sale
have been designated as one of the hedged items in a fair value
hedging refationship under Statement of Financial Accounting
Standards No. 133, “Accounting for, Derivative Instruments and
Hedging Activities” (“Statement 133"). Therefore, changes in
fair value attributable to interest rate risk are recognized in
income as an adjustment to the carrying amount of mortgage
loans held for sale. Otherwise, mortgage loans held for sale are
presented at the lower of aggregate cost or market value. The
market values are-based on quoted market prices of similar
instruments, adjusted for differences in loan characteristics.
Gains and losses on mortgage loans held for sale are included
in other non-interest income.

4
b

MARGIN RECEIVABLES

Margin receivables, which represent funds advanced to bro-
kerage customers for the purchase of securities, are carried at
cost and secured by certain marketable securities in respec-
tive customers’ brokerage accounts.

LOANS . :

Loans are carried at the prin(:lpal amount outstandmg, net of
premiums, discounts, unearned income and deferred loan fees
and costs. Interest income on loans is accrued based on the
principal amount outstanding, except for those loans classified
as non-accrual. Nonrefundable loan origination and commit-
ment fees, net of direct costs of originating or. acquiring loans,
are deferred and recognized over the estimated lives of the
related loans as-an adjustment to the effective yield.

Regions engages in both direct and leveraged lease financ-
ing. The net investment in direct financing leases is the sum
of all minimum lease payments and estimated residual val-
ues, less unearned income. Unearned income is recognized
over the terms of the leases to produce a level yield. The
net investment in leveraged leases is the sum of all lease
payments {less nonrecourse debt payments), plus estimated
residual values, less unearned income. income from leveraged
leases is recognized over the term of the leases based on the
unrecovered equity investment.

+ Loans are placed.on non-accrual status when management
has determined that full payment of all contractual principal
and interest is in doubt or the Ioan is past due 90 days or more
as to principal and interest unless the loan is well-secured and
in the process of collection. Interest previously accrued but
not collected on non-accrual loans is reversed against interest
income -on the date.of non-accrual classification. Charge-offs
on commercial loans occur when available information con-




firms the loan is not fully collectible and the loss is reasonably
quantifiable. Consumer loans are subject to mandatory charge-
off at a specified-delinquency.date consistent with regulatory
guidelines. Interest collections on non-accrual loans for which
the ultimate collectibility of principal is uncertain are applied
as principal reductions. Regions determines past due or delin-
quency status of aloan based on contractual payment terms.
ort - : L

ALLOWANCE FOR CREDIT LOSSES

Through provisions charged directly to expense, Regions has
established an allowance for credit losses (“allowance”}.
This allowance is comprised of two components: the allow-
ance for loan losses, which is-a-contra-asset to loans, and a
reserve for unfunded credit commitments, which is recorded
in other liabilities. . The allowance.is reduced by actual losses
and increased by charge-off recoveries, if any. It is Regions’
policy to charge Iosses against the allowance in the period the
loss is confirmed. S

: The allowance is maintained at-a Ievel believed adequate
by management to absorb probable losses inherent in the loan
portfolio. Management’s determination of the adequacy of the
allowance is an ongoing, quarterly process and is based on-an
evaluation of the loan portfolio, historical loan loss experience,
current economic conditions, .collateral .vatues of .properties
securing loans, volume, growth, quality and composition of
the loan portfolio, regulatory guidance and other relevant fac-
tors..Unfavorable changes in any of these, or other factors,
or the availability of new information, could require that the
allowance be increased in future periods. Actual losses could
vary from management’s estimates. Except for allowance on
loans subject to Statement of:Financial Accounting Standards
No. 114, “Accounting by Creditors for Impairment of.a Loan”
(“Statement 114"}, no portion of the resulting allowance is
restricted to.any individual credits or group -of credits.: The
remaining allowance.is available to- absorb losses- from any
and all loans. - - . ) .

. .Regions’ assessment 'of allowance levels is determlned
in accordance with regulatory guidelines, Statement 114
and Statement of Financial Accounting Standards No. 5,
“Accounting for Contingencies” (“Statement 5"). In deter-
mining the allowance, management uses-information to
stratify the loan portfolic into loan pools with common Trisk
characteristics. Loan pools in the portfolio are assigned esti-
mated allowance amounts of loss based on various factors and
analyses, including but not limited to current and historical
loss experience trends-and levels of. problem credits, current
economic conditions, changes in product mix and underwrit-

ing. Loans deemed to be impaired, which include non-accrual

loans excluding consumer loans, with outstanding balances
greater than $2.5 million in 2006 and $1.0 million in 2005,
are evaluated individually. For these loans, Regions measures
the level of impairment based on the present value of the
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estimated.proje;éted cash -flows, the estimated value of the
collateral or, if available, the observable market price. .
! In 2006, Regions reclassified portions of the allowance
for loan losses related to the estimation of probable losses
on. binding unfunded credit commitments to other liabilities.
The amount reclassified in 2006 was’ apprommate!y $51. .8
million, + NI

Regions accounts for loans acqmred ina transfer that are
subject to the scope of American Institute of Certified Public
Accountants (AICPA) Staten’ient of Position 03-3, "Accounting
for Certain Loans and Debt Securities Acquired in a Transfer”
(“SOP 03-3") at fair value, which is the net present value
of all cash flows expected to be collected over the life of the
loan. These cash flows are determined on the date of trans-
fer. At December 31, 2006, the principal balance of and net
investment in these loans was immaterial. At December 31,
2005, Regmns had no Ioans subject to SOP 03-3.

ACCOUNTING FOR TRANSFERS AND SERVICING .

OF FINANCIAL ASSETS . : -
Regions may periodically sell receivables, such as commer-
cial loans, residential mortgage loans and dealer loans, in
securitizations and to third parties, including conduits. When
Regions sells these receivables; it may retain a continuing
interest in these receivables-in the form of interest-only strips,

.one or more subordinated tranches, servicing rights, or cash

reserve accounts. These retained interests are initially recog-
nized based on their respective allocated .cost basis on the
date of transfer. Any gain or loss on the:sale of the receiv-
ables depends in part on the previous.carrying amount of the
financial assets.involved in the transfer; allocated between the -
assets sofd and the retained interests based.on their relative

* fair value at the date of transfer.  Retained interests in the

suberdinated tranches and interest-only strips.are recorded
at fair value and included.in securities available for sale.
Subsequent adjustments to fair value are recorded through
other comprehensive income. Quoted market prices for these
assets are generally not available, so Regions estimates fair
value based on the present value of expected future cash flows

using management's. best estimates of the key assumptions . -

— expected credit losses, prepayment speeds, weighted-
average life, and discount rates commensurate with~the
inherent risks of the asset. In calculating prepayment rates,
Regions utilizes a variety of prepayment models depending
on the loan type and specific-transaction requirements. The
models used by Regions iniclude the constant prepayment rate
model (CPR), the absolute prepayment speed. model (ABS)
and-the Bond Market-Trade Association's Mortgaged Asset-
Backed Securities.Division's prepayment model (PSA).

- . On a quarterly basis, Regions ensures that any retained

interests are valued appropriately in the consolidated financial
statements. Management reviews the historical performance
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of each retained interest and the assumptions used to project
future cash flows. Assumptions-are revised if past performance
and future expectations dictate. The present value of cash

flows is then recalculated based on the revised assumptions. .

Amounts capitalized-for the right to service mortgage loans
are amortized as a component of other non-interest expense
over the estimated remaining servicing lives of the loans,

considering appropriate prepayment assumptions. ‘Mortgage -

servicing rights (“MSRs").are presented on the consolidated
statements of condition at the lower of aggregate cost or mar-
ket vatue on a stratified basis. The fair value -of mortgage
servicing rights is calculated by discounting estimated future
cash flows from. the servicing assets, using market discount
rates, as well as expected prepayment rates; servicing costs
and other factors. Changes in these factors, which: include
interest rates, prepayment speeds, or other-factors, could
result in impairment of the servicing asset and, a charge
against earnings. For purposes of evaluating impairment,
the Company stratifies’ its mortgage servicing portfolio on the
basis of certain risk characteristics, in¢luding loan type and
interest rate. Refer to Note 6 for-further discussion of mort-
gage servicing nghts : u -

PREMISES AND EQUIPMENT o . J

Premises and equipment are stated at cost, Iess accumulated
depreciation and amortization, as‘applicable. Depreciation
expense is computed. using the straight-line*and declining-
balance methods over the estimated useful lives of the assets.
Leasehold improvements are amortized using the straight-line
method over the estimated useful lives of the improvements
{or the terms of the leases, if shorter). Generally, premises and
leasehold improvements are depreciated or amortized over

10-40 years: Furniture and equipment is generally deprecr'

ated or amortized over 3-12 years. . - s

Regions enters 'into lease transactions for the right to use
assets. These |eases vary in term and, from time.to time,
include incentives and/or-rent escalations. Examples of incen-
tives include periods of “free” rent and leasehold-improvement
incentives. Regions recognizes incentives and escalations on
a straight-line basis over the lease term as a reduction of or
increase to rent expense, as applicable, in net:occupancy
expense on the consclidatéd statements of income.' .

- " ¥

INTANGIBLE ASSETS °
Intangible assets include excess purchase price, which is the
excess of cost over.the fair value ‘of net assets.of acquired
businesses. Other identifiable intangible assets include the.fol-

lowing: {1) core depositiintangible assets, which are amounts

recorded related to the value of acquired indeterminate-

maturity deposits; {2):amounts capitalized related.to the value -

of acquired customer relationships and {3) amounts recorded
related to employment agreements with certain individuals of
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acquired-entities. Core deposit intangibles are amortized.on
an-accelerated basis, while all other identifiable intangible
assets are primarily amortized on a straight-line.basis.

* The Company's excess purchase price, which is primarily
related.to banking acquisitions, is tested for impairment on
an annual basis, or more often if events or circumstances
indicate that there may be impairment. Adverse.changes in
the economic environment, operations of the business unit, or
other factors could result in-a deciine in the implied fair vaiue.
If the implied fair value is less than the carrying amount, .a
loss would be recognized in non-interest expense to reduce
the ‘¢arrying amount to implied fair value.

Other identifiable. intangible assets are reviewed at least
annually for events or circumstances that could impact the
recoverability of the -intangible asset. These events could
include loss of core deposits, increased competition or adverse
changes .in the economy. To the extent an other identifiable
intangible asset is deemed unrecoverable, impairment losses
are recorded in non-interest expense to reduce the carrying
amount to the estlmated fa|r value. . o T

Lt 1. .
FORECLOSED PROPERTY AND OTHER REAL ESTATE ... i
Other real estate acquired in satisfaction of indebtedness
(“foreclosure”)-is carried-in-other assets at thetlower of the
recorded investment in the loan or fair value less estimated
cost to sell the property at the date of transfer. In such cases
where the recorded investment in the loan exceeds the prop-
erty's fair value less cost to sell, write-downs are recorded
as charge-offs in the allowance.’ At December 31, 2006 and
2005, foreclosed property and other real estate totaled $75.6
million and $65:5 million, respectively. Gain or loss on the
sale of foreclosed property and.other real estate is included
in other non-interest expense. From time to time, assets clas-
sified as premises and equipment are transferred to held for
sale for various reasons:. These'assets are carfied in other
assets at the lower of the recorded investment in-the asset or
fair value less estimated cost to sell based upon the property’s
appraised value at the date of transfer. Any write-downs of
property held for sale are recorded as non-interest expense.

PR ' - et

DERIVATIVE FINANCIAL INSTRUMENTS . .

AND HEDGING ACTIVITIES

The Company enters into derivative financial instruments to
manage interest rate risk, facilitate asset/liability management
strategies'and manage other exposures. These instruments
primarily include interest rate swaps, options on.interest rate

‘swaps, and interest rate caps and floors. All derivative financial

instruments are recognized on the consolidated statements of
condition as assets or liabilities at fair-value as required by
Statement 133. It is Regions’ policy to enter. into master net-
ting agreements with counterparties and/or t6 require collateral
based on- counterparty credit ratings to cover exposures.




Derivative financia! instruments that qualify under
Statement 133 in a hedging relationship are designated,
based on the exposure being hedged, as either fair value or
cash flow. hedges..For derivative financial .instruments not
designated as fair value or.cash flow hedges, gains and losses
related to the change in.fair value are recognized in earnings
during the period of change in fair value. -

Fair value hedge relationships mitigate exposure to the
change in.fair value of an asset, liability or firm commitment.
Under the fair value hedging model, gains or losses attribut-
able to the change in fair value of the derivative instrument,
as well as the gains and losses attributable to the change in
fair value of the hedged item, are recognized in earnings in
the period in which the change’in fair value occurs. Hedge
ineffectiveness is recognized to the extent the changes in fair
value of the derivative do not offset the changes in fair value
of the hedged item as non-interest expense. The correspond-
ing adjustment to the hedged asset or liability is included in
the basis of the hedged item, while the corresponding change
in the fair value of the derivative instrument is recorded as an
adjustment to other assets or.other.liabilities, as applicable.

Cash flow hedge relationships mitigate exposure to the vari-
ability of future cash flows or other forecasted transactions. For
cash flow hedge relationships, the effective portion of the gain
or loss related to the derivative instrument is recognized as a
component of other comprehensive income, The ineffective
portion of the gain or-loss related to the derivative instrument,
if any, is recognized in earnings as non-interest expense during
the period of change. Amounts reccrded in other comprehen-
sive income are amortized to earnings in the period or periods
during which the hedged item impacts earnings. '

The Company formally documents all hedging relationships
between hedging instruments and the hedged items, as well

as its risk management objective and strategy for entering into’

various hedge transactions. Depending on the hedged item,
the Company performs periodic assessments to determine
whether the hedging relationship has been highly effective
in offsetting changes.in fair values or cash flows of hedged
items and whether the relationship is expected to continue to
be highly effective in the future.

When a hedge is terminated or hedge accounting is dis-
continued because the hedged item no longer meets the
definition of a firm commltment or because it is probable
that the forecasted transactlon will not occur by the end of
the specified time perlod, the derivative will continue to be
recorded in the consolidated statements of condition at its
fair value, with changes in fair value recognized currently in
non-interest income. Any asset or liability that was recorded

pursuant to recognition of the firm commitment is removed -

from the consolidated statements of condition and recognized
currently in non-interest income. Gains and losses that were
accumulated in other comprehensive income pursuant to the
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hedge of a forecasted transactlon are recogmzed |mmed|ately
in non-interest income.

Regions also enters into interest rate lock commitments,
which-are commitments to originate loans whereby the inter-
est rate on the'loan is determined pricr to funding and the
customers have locked into that interest rate. Accordingly,
such commitments are recorded at fair value with changes in
fair value recorded in non-interest income. Fair value is based
on fees currently charged to ‘enter into similar agreements
and, for fixed-rate commitments, considers-the difference
between current levels of interest rates and the committed
rates. Regions also has corresponding forward sales commit-
ments related to these interest rate lock commitments, which
are recorded at fair value with changes in fair value recorded
in non-interest income, : ¢

Regions enters into various derivative agreements W|th
customers desiring protection from possible future market
fluctuations. Regions generally maintains a portfolic of offset-
ting derivative agreements. These contracts do not qualify for
hedge accounting and are marked-to-market through earnmgs
and included-in other assets‘and other liabilities. .
INCOME TAXES
Regions and its subsidiaries file various federal and state
income tax returns, including some returns that are consoli-
dated with subsidiaries. Regidns accounts for the current and
future tax effects of such returns using the asset and liabil-
ity method, recording deferred tax assets and liabilities and
applying federal and state tax rates currently in effect to its
cumulative temporary differences. Temporary differences are
differences between financial statement carrying amounts and °
the corresponding tax bases of assets and liabilities.

From time to time, Regions engages in business plans that
may also have an effect on its tax {iabilities. If the tax effects
of a plan are significant, Regions' practice is to obtain the
opinion of advisors that the tax effects of such plans should
prevail if challenged. The examination of Regions’ income tax
returns or changes in tax law may impact the tax benefits of
these plans. Regions believes adequate provisions for income
tax have been recorded for all years open for review.

TREASURY STOCK

The purchase of the Company's common stock is recorded
at cost. At the date of retirement or subsequent reissuance,
treasury stock is reduced by the cost of such stock with dif-
ferences recorded in additional paid-in capntai or undivided
profits, as applicable.
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SHARE-BASED PAYMENTS

Regions accounts for share-based payments_ in accordance
with Statement of Financial Accounting:Standards No.
123 (revised 2004), "Share-Based Payments” (“Statement
123(R)"), which was adopted under the modified prospec-
tive method on January 1, 2006 and, therefore, results for
prior periods have not been restated. The effect of the adop-
tion of Statement 123(R) on Regions' financial condition and
results of operations was not material, because on December
20, 2005, Regions accelerated vesting of certain non-
qualified, outstanding, unvested stock options previously
awarded. Therefore, there were no unvested stock options
outstanding at December 31, 2005. Refer to Note 15 for
further discussion of share-based payments.

Compensation cost is measured based on the fair value of
the award, which most commonly includes restricted stock
(i.e., unvested common stock) and stock options, at the grant
date and is recognized in the consolidated financial statements
on a straight-line basis over the requisite service period. The
fair value of restricted stock is determined based on the aver-
age of the high and low price of Regions’ common:stack on the
date of grant. The fair value of stock options is estimated at the
date of grant using a Black-Scholes option pricing model and

e

related assumptions. Expected volatility considers implied vola-
tility from traded options on the Company's stock and historicai
volatility of the Company's stock. Regions considers histori-
cal data to estimate future option exercise behavior, which is
used to derive an option's expected term. The expected term
represents the period of-time that options are expected to be
outstanding from the grant date. Historical data is also used
to estimate future employee attrition, which is used to calcu-
late an expected forfeiture rate. Groups of empioyees that have
similar historical exercise behavior are reviewed and consid-
ered for valuation purposes. The risk-free rate is.based on the
U.S. Treasury yield curve in effect at the time of grant and the
weighted-average expected tife of the grant,- - *

Prior to the adoption of Statement: 123(R) Reglons fol-
lowed the disclosure-only provisions of Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-Based
Compensation” (“Statement 123") as amended, which-allowed
an entity to measure compensation cost for those plans using
the intrinsic value-based method of ‘accounting prescribed
by Accounting Principles Board Opinion 25, “Accounting for
Stock Issued to.Employees” (“Opinion 25") as amended and
interpreted. Regions' pro forma information for the years ended
December 31; 2005 and 2004 are as follows:

{In thousands, except per share data) 2005 . 2004
Net income available to common shareholders $ 1,000,544 $ 817,745
Add: Stock-based compensation expense included in net income, ot : '

net of related tax effects B 17,830 8,407
Less: Total stock-based compensation expense based on the fair value method '
for all awards, net of related tax effects (39,745) . (19,206)
Pro forma net income available to common shareholders . .$ 978,629 $ 806,946
EARNINGS PER SHARE: ’ . . .
Basic - $ 2.17 $ - 222
Diluted 215 2.19
Pro forma - basic ' ! 2.12 2.19
Pro forma - diluted 2.10 2.16

The above pro forma information includes expenses related to stock options and restricted stock granted during 2005 and
2004, as well as the expense related to the unvested portion of prior years’ grants and assumes that the fair value for these
option grants was estimated at the date of grant using a Black-Scholes option prlcmg model. The estimated fair value of the
options is then amortized over the options’ original vesting period to determine the pro forma expense fog the period.
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REVENUE RECOGNITION -

The largest source of revenue for Regions is mterest revenue,
Interest revenue is recognized on an-accrual basis driven’ by
nondiscretionary formulas based on written contracts, such as
loan-agreements. or securities contracts. Credit-related fees,
_including letter of credit fees, are recognized in non-interest
income when earned. Regions recognizes commission revenue
and brokerage, exchange and clearance fees on. a trade-date
basis. Other types of non-interest revenues, such as service
charges on deposits-and trust revenues, are accrued and reg-
ognized intoincome as services are provided and the amount
of fees earned a're reasonably determinable. B

s -
[ . t

PER.-SHARE AMOUNTS N SIS SR

Earnings per share computatlons are based upon the wenghted-
average number of shares outstanding during the .periods.
Diluted earnings per share computations are based upon the
weighted-average number of shares outstanding during. the
period, plus the dilutive effect of outstandlng stock optqons
and stock performance awards.

RECENT ACCOUNTING PRONOUNCEMENTS AND
ACCOUNTING CHANGES . PR
In December- 2004, the, Flnanmal Accountmg Standards Board
(“FASB") issued Statement'123(R); which revises Statement
123 and supersedes' Opinion 25. Statement 123(R) requires
all share-based payments to employees, including grants of
employee stock.options, to be recognized in the financial
statements based on their fair values. Statement 123(R) was
adopted by the Company, as of January 1, 2006; see Note
15 to the consolidated financial statements for additional
discussion.

- In June 2005, the FASB issued Statement of Financial
Accounting Standards No. 154, "Accounting Changes and Error
Corrections” (“Statement:154"), a replacement of Accounting
Principles Board Qpinion No. 20, "Accounting Changes,"” and
Statement of Financial Accounting Standards No. 3, Reporting
Accounting Changes in Interim Financial Statements.” The
Statement applies to all voluntary. changes in accounting prin-
ciple, and changes the requirements for accounting for and
reporting a-change in accounting principle. In the absence
of . specific transition requirements to the contrary in the
adoption of an accounting.principle, Statement 154 requires
retrospective application-to prior periods’ financial statements
of.a voluntary change in accounting principle uniess it is
impracticable for comparability and consistency of financial
information between periods, Statement 154 is effective for
accounting changes and-corrections of errors made in fiscal
years beginning after December 15, 2005. The adoption of
Statement 154 did not have a material impact on the consoli-
dated financial statements.

REGIONS FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In September 2006, the FASB issued Statement of Financial
Accounting Standards No. 158, "Employers’ Accounting for
Defined Benefit- Pension and Other Postretirement Plans,
an amendment of FASB rStatements No. 87, 88,. 106,
and 132(R)” (“Statement 158"). Statement 158 requires
employers to fully recognize in their financial statements the
obligations associated with single-employer defined benefit
pension plans, retiree healthcare plans, and other postretire-
ment plans. Specifically, it requires a company to {1) recognize
on its balance sheet an-asset for a plan’s overfunded status
or a.liability for a plan's underfunded status, {(2) measure a
plan’s assets and its obligations that determine its funded
status.as of the end of the employer’s fiscal year, and {3) rec-
ognize changes in the funded status of a:plan-through other.
comprehensive income in the year in which the changes occur.
Companies with publicly traded equity securities are required
to prospectively adopt the recognition and: disclosure provi-
sions of Statement 158 effective for fiscal years ending after
December 15, 2006. Refer to Note 16 for the resu!ts of adop—
tion of Statement 158.

In° November 2005 the FASB issued FASB Staff Position
Statement of Financial Accounting Standards 115-1 and
124-1 (*FSP '115-1"). This FSP codified existing guidance
addressing the determination as to when an investment
security is considered impaired, whether that impairment is
other-than-temporary, and the measurement of an impairment
loss. FSP 115-1'was effective for reporting periods beginning
after December 15, 2005, Regions considers FSP.115-1 in
its quarterly testlng for other‘than-temporary |mpa|rment
FUTURE APPLICATION OF ACCOUNTING STANDARDS
In February 2006, the FASB issued Statement of Financial
Accounting Standards No. 155, “Accounting for Certain
Hybrid Financial Instruments” (“Statement 155"), which
amends.existing GAAP .by permitting hybrid financial instri-
ments that contain an embedded derivative to be remeasured
at fair value, Statement 155 requires entities to evaluate inter-
ests in securitized financial assets to identify interests that
are derivatives {freestanding or embedded) and eliminates the
prehibition on a qualifying special purpose entity from holding
certain derivative financial instruments. Statement 155.is
effective for financial instruments acquired, issued, or subject
to.remeasurement: (as defined by Statement 155) for fiscal
annual periods beginning after September 15; 2006. Regions
is currently reviewing the potential impact of this Statement,
but does not believe the adgption of Statement 155 will have
a material impact on the consolidated financiat statements.

In March 2006, the FASB issued Statement of Financial
Accounting. Standards No. 156, “Accounting for Servicing
of Financial Assets, an amendment-of FASB Statement No:
140" (“Statement 156"). The Statement requires that all ser-
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vicing assets and liabilities be initially measured at fair value
and allows for two alternatives in the subsequent accounting
for servicing assets and liabilities: the amortization method
and the fair value method. The amortization method requires
that the servicing assets and liabilities be amortized over the
remaining estimated lives-of the serviced assets with impair-
ment testing to be performed periodically. The fair value
method requires the servicing assets and liabilities to be mea-
sured at fair value.each period with an.offset to income. This
Statement is to be adopted in the first fiscal year that begins
after September 15, 2006 and early adoption is permitted.
Once the fair value election is made, an entity cannot revert
back to the amortization method. Regions has adopted the
amortization method, which is consistent with Regions' cur-
rent accounting policies.

In July 2006, the FASB issued lnterpretation No. 48,
“Accounting for Uncertainty in Income Taxes"” (“Interpretation
48"), an interpretation of Statement of Financial Accounting
Standards No. 109, “Accounting for -Income . Taxes”
{“Statement 109"). The interpretation requires that only
benefits from tax positions that are more-likely-than-not of
being sustained upon examination should be recognized in
the financial statements. These benefits would be recorded
at amounts considered to be the maximum amounts more-
likely-than-not of being sustained. At the time these positions
become more-likely-than-not to be disallowed, their recogni-
tion would be reversed. Any cumulative effect associated with
the allocation of the provisions of the interpretation will be
reported as a change in accounting principle in the period
in which the interpretation is adopted. Interpretation 48 is
effective as of the beginning of the first annual period begin-
ning after December 15, 2006. Regions is still evaluating the
impact of the adoption of Interpretation 48. ; '

In July 2006, the FASB issued FASB Staff Position Statement
of Financial Accounting Standards No. 13-2, “Accounting for
a Change or Projected Change in the Timing of Cash Flows
Relating to Income Taxes'Generated by a Leveraged Lease

Transaction” (“FSP 13-2"), which addresses how a change.

or projected change in the timing of cash flows relating.to
income taxes generated by a leveraged lease transaction
affects the accounting by a lessor for that lease. This FSP
requires the projected timing of income tax cash flows gener-
ated by a leveraged lease transaction to be reviewed annually
or more frequently if changes in circumstances indicate that
a change in timing has occurred or is projected to occur. if
the projected timing of the income tax cash flows is revised
during the lease term, the rate of return and the allocation of
income shall be recalculated from the inception of the lease
as provided in Statement of Financial Accounting Standards
No. 13, “Accounting for Leases.” FSP 13-2 is effective for
fiscal years beginning after December 15, 2006, and the
cumulative effect of applying the provisions of this FSP shall
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be reported as an adjustment to the beginning balance of
undivided profits.. Regions does not believe the adoption of
FSP 13-2 will have a material impact on the consolidated
financial statements.

In. September 2006, 'the FASB |ssued Statement of
Financial Accounting Standards No. 157, “Fair Value
Measurements” {“Statement 157"), which provides guid-
ance for -using fair value to measure-assets and liabilities.
This Statement also requires expanded disclosures about the
extent to which a company measures assets and liabilities at
fair value, the information used to measure fair value, and the
effect of fair value measurements on earnings. This Statement
applies whenever other standards require or permit assets and
liabilities to be measured at fair value. This Statement does
not expand the use of fair value in any new circumstance.
Statement 157 is effective for financial statements issued for
fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years, with early adoption permit-
ted. Regions is currently reviewing the potential impact of
Statement 157.

NOTE 2. BUSINESS COMBINATIONS

On November 4, 2006, the Company completed its merger
with AmSouth Bancorporation (“AmSouth”), headquartered
in Birmingham, Alabama. The combined company has lead-
ing positions in some of the fastest growing markets in the
United States as well as a broad, balanced mix of businesses
inciuding retail and commercial banking, trust and asset
management, securities. brokerage, mortgage and insurance
services. The primary reasons for the merger were as follows:

s To provide superior customer service through expanded
distribution network and product offerings; -
« To strengthen presence in Regions' core markets;

+ To enhance revenue composition, growth prospects and
capital efficiency; and .
« To create potential earnings per share accretion and value

e_nhancement for all stockholders. :

In the transaction, AmSouth was merged with and into
Regions Financial Corporation. In the transaction, each.share
of AmSouth common stock was converted into 0.7974 of a
share of Regions common stock. The merger was accounted
for as a purchase of 100% of the voting interests of AmSouth
by Regions for accounting and financial reporting purposes. As
a result, the historical financial statements of Regions are the
historical financial statements of the combined Company.
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The table below provides a summary of the number of shares issued upon the completion of the merger. The purchase price
was allocated to the assets acquired and liabilities assumed based on their estimated fair values at the merger date, which is
also summarized below. Regions has.not completed its full purchase price allocation, as the Company is still-awaiting additional
information :regarding.the fair-value of the assets acquired and liabilities assumed. Therefore, the reported excess purchase
price related to the AmSouth merger is.preliminary and' the assignment of AmSouth excess:purchase price by segment has
not been completed.

(In millions, except share and per share data) . . . ive o

PURCHASE PRICE:-. "

‘AmSouth common shares outstanding . 347,511,796 -
Exchange ratio AL . 0.7974
_ e 277,105,906 I :
Less: Fractional shares . -~ ' (10,448) S .
Total Regions common stock issued ) .o 277,095,458
. “Average Regions share price’over four days surrounding o ) -
announcement of merger . iy : $ - - 35.00
Purchase price for AmSouth common shares ) ‘ ' $ . - 9,698.3,
" Estimated fair value of AmSouth stock options o . 1594
Transaction costs J ' _ . 85.0

Purchase price . , ' S e s B 99427

o e

NET ASSETS ACQUIRED: .
AmSouth stockholders' equity $ 38642

Less: AmSouth éxcess purchase price and core deposit intangibles . =« . =~ - . (286.9) . i L. 3,577.3

Excess of purchase price over carrying value of assets acquired $ . 63654

ESf!M;QTED ADJUSTMENTS TO REFLECT FAIR VALUE OF ASSETS ACQUIRED AND LIABILITIES ASSUMED:

Securities held to maturity : . ) .' o Y 1442
Loans, net of unearned income ' e T T e ; 4596
‘Leases © o 1,3237
Allowance for loan losses (23.0)
Premises and equipment " | A |
_ Core deposit intangibles : T (704.0)
Premium on divested branches | | © T (334.8)
Other assets . ' o . 2'19.7:
, Deferred income taxes ‘ R o ' '(1_,525..54)
. Other liabilities . CL 1399
Interest-bearing time deposits . o Sl e0.7
Long-term borrowings L o 82.4
} Preliminary excess purchase price X ‘ $ 62145

.
-
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Regions' consolidated financial statements include the results of operations of acquired companies onfy from their respective
dates of acquisition. The following unaudited summary information presents the consolidated results of operations of Regions
on a pro forma basis for the years ended December 31, 2006 and 2005, as if AmSouth had been acquired on January 1, 2006
and 2005, respectively. The pro forma summary infermation does not necessarily reflect the results of operations that would have
occurred if the acquisition had occurred at the beginning of the periods presented, or of results which may occur in the future.

Year Ended December 31

{In thousands, except per share data) 2006 - 2005
. Unaudited

Net interest income $ 4,885,223 $ 4,617,043
Provision for loan losses 235,300 258,950
Non-interest income 2,836,136 2,728,612
Non-interest expense 4,602,057 4,492 334
Income before income taxes 2,884,002 2,594,371 -
Income taxes ' 922,983 817,920
Net income $ 1,961,019 '$ 1,776,451
Earnings per share — basic $ . 268 $ 2.41
Earnings per share - diluted ' 2.66 2.39
Weighted-average number of shares ocutstanding: -

Basic 732,554 738,266

Diluted 743,278

737,902

L

The following table summarizes the assets acquired and liabilities assumed in connection with the AmSouth acquisition:

{In thousands}

Cash and due from banks $ 1,149,696
interest-bearing deposits . 97,762
Federal funds sold and securities purchased under agreements to resell . 55,075
Tradiﬁg account assets 5,651
Securities available for sale 2,333,137
Securities held to maturity 5,034,967
Loans held for sale 305,389
Loans held for sale — divestitures 1,665,641
Loans, net of unearned income 34,793,759
Allowance for loan and lease losses (335,833)
Premises and equipment 1,334,104
Excess purchase price 6,214,537
Other identifiable intangible assets 704,0:12
Other assets 4,490,383
Deposits 34,822,276
Deposits - divestitures 2,734,297
Borrowings ' 9,698,623
Other liabilities 650,350
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RESTRUCTURING LIABILITIES
During. the fourth quarter of 2006, $13%. 9 million of

~ liabilities were recorded related to ‘AmSouth as purchase

accounting adjustments, resulting in an increase in excess

purchase price. Included in this balance was $42.1 million

for severance and.change-in-control provisions and $22.8
million for- contract terminations related to the acquisi-,
tlon As more information becomes, avallable regardmg the
Companys fmaluzatron of its plans to exit certain activities

related to AmSouth andlor |nvoluntarlly terminate former _ ‘

AmSouth employees, additional restructurlng liabilities may

. be -accrued and reflected in excess purchase price. The’

remaining $75 0 million rélates to valuation adjustments’
recorded for various AmSouth liabilities.

: : NOTE 3, SECURITIES : . :
' The amortlzed cost and estrmated fair value of securltles available for sale and securities held to maturlty at December 31 are

1

REGIONS-FINANCIAL. CORPORATION
‘NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

BRANCH DIVESTITURES
In order to receive approval from the Department of Justice
- and the Board of Governors of the Federal Reserve, AmSouth

entered into ‘définitive agreements to sell 52 branches in,
markets where the merger would affect competition. These-

branch sales are expécted to be completed:in the first quarter

. of 2007. The assets and liabilities related to these branches
are reflected as held- for sale in the consolidated, statements
of condition. The estimated premrum to be recewed from
these sales is reflected in excess purchase pnce '

A

“n

. as follows: . :
. &< e - 2006 - ' S b
Gross Gross+. . Estimated -
Unrealized Unrealized Fair -
(Inthousands) . _ Cost . Gains Losses Value
SECURITIES AVAILABLE FOR SALE: «,. . . L .
U.S. Treasury securities . '+ § .388225. % 32'$ (4824) $ 383433
‘Féderal agency securities” . o+, . : 3,759,303 12,414 (44,790)  +3,726,927
Obligations of:states.and political subdwrswns A 780,553 7,841 . - (1,307} ' 787,087
" Mortgage- backed securities STy, vt 12,863,048 . 48,353 (134,043) 12,777.558
+ Other debt securities: o 76,478 1,562 (18 . 76,822
Eqmty securities L. & L wo i T 762,049 - - 664 - _{8) 762,705
' $ 18,629,656 $ 69.866 $ (185,190} $ 18,514,332
SECURITIES HELD TO MATURITY: C e o ' -
U.S. Tréasury securities ot T %8 16632 $7 7 34§ - (189) § 16,477
' Federal%gency securities AT e 25,289 0, 215 - 90y ., 25414
Obhgatrons of states and political subdmsmns . T 1,649 3 'LZG . 1,675
Other debt securrtles - - - 4,158 50 (7} 4,201
. : $° 47,728 $  .325 § (286) $ 47,767

!
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2005 '
Gross Gross Estimated
Do o . Unrealized Unrealized Fair
(In thousands) Cost _ Gains Losses Value
SECURITIES AVAILABLE FOR SALE: .
U.S. Treasury securities $ 243050 $ - - (4,324) % 238,726
Federal agency securities 3,178,403 10,389 ~ « (42,809) 3,145,983
Obligations of states and political Sdpdivisions. 436,020 12,014 (839) . " 447,195
Mortgage-backed securities | ' 7,543,118 18,910  (134,142)° 7,427,886
Other debt securities 167,793, 707 (337) 108,163
Equity securities 579,013 869 (25). 579,857
$12,087,397 $ 42889. ¢ (182,476) $11,947,810
SECURITIES HELD TO MATURITY: B '
U.S. Treasury securities $ 23,711 % - (2,335) % 21,376
Federal agency securities 7,753 - {2,022) 5,731
$ 31,464 % - (4,357) % 27,107

The following tables present the age of gross unrealized losses and fair value by investment category for securities available

for sale at December 31:

2006
Less Than Twelve Months Twelve Months or More Total
Estimated  Unrealized . Estimated Unrealized Estimated Unrealized
{In thousands) : Fair Value Losses .. - Fair Value Losses Fair Value Losses
L1.S. Treasury securities $ 123,734 $ (1850 $ 212,385 $ (4,639 $ 336,119 $ (4,824)
Federal agency securities 774,028 (6,262) - 1,570,128 (38,528) 2:344,156 - (44,790)
Mortgage-backed securities 1,386,427 (5,624) 5,092,069 (128,419) 6,478,496 (134,043)
All other securities 381,110 {780) 63,328 (753) 444, 438 . {1,533)
B $ 2,665,299 $ (12,851) $ 6,937,910 $(172,339) $ 9,603,209 $ (185,190)
2005 .. :
. Less Than Twelve Months, Twelve Months or More ~ Total
Estimated  Unrealized - Estimated Unrealized Estimated Unrealized
{In thousands) Fair Value Losses Fair Value Losses Fair Value " Losses.
U.S. Treasury securities $ 191,953 $ (3,758 $ 19414 $ {566) $ 211,367 $ (4,324)
Federal agency securities 1,290,714  {23,071) 749,885 (19,738) 2,040,5§9 " (42,809)
Mortgage-backed securities 3,896,822 ° (46,356) 2,519,528 (87,786) 6,416,350  (134,142)
All other securities ' 119,975 {1,131) 1,933 (70) 121,908 (1,201)
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Regions evaluates securities in a loss position for other-than-temparary impairment, considering such factors.as the length
of time and the extent to which the market value has been below cost, the credit standing of the issuer, and Regions’ ability
and intent to hold the security until its market value recovers. Management does not believe any individual unrealized loss,
which-was comprised of 507 securities and 104 securities, as of December 31, 2006 and 2005, respectively, represented an
other-than-temporary impairment. The unrealized losses related primarily to the impact of changes in interest rates on U.S.
Treasury secuntres Federal agency securities and mortgage-backed securities.

The cost and estimated fair value of securities held to matunty and securities available for sale at December 31, 2006, by
contractual maturity, are shown below Expected maturities will differ from contractual maturities because borrowers may have
the r|ght to call or prepay obllgatlons W|th or without caII or prepayment penaltiés,

- L

Estimated

(In thousands) - Cost Fair Value
SECURITIES AVAILABLE FOR SALE:
Due in one year or less BRI - $ - 401,640 %' 396966
Due after one year through five years o h ' . 1,515,145 v 1,497,125
* Due after five years through ten years ‘ |2,925,12—3 ' 2, 9'17'.208
Due after ten years ‘ 162,651 | 162,970
Mortgage-backed securities .. 712,863,048 12,777,358.
Equity securities . . .. 762,049 762,705
. $ 18629656 - - $ 18514332
SECURITIES HELD TO MATURITY: T : o
Due in one year or less’ $ 6,231 $ ' 6,228
' Due after one year through five years ot Y g 512, R ?3:512
Due after f|ve years through ten years ) - 8, 207 8,226
Due after ten years. . - ] ‘ 9 778 .9,801
g Vo . 47,728 c $ 47,767

Proceeds from sales of securltles avallable for sale i |n 2006
were $3.8 b||||on with gross realized gains and losses of $8.2
million and $50, OOO respectively. Proceeds from sales of
securities available'for sale in 2005 were $5 0 bl||l0n with

gross realized gains and losses of $61.6 mjllion and $80.5 mil-

Ilon respectively.” Proceeds from sales of secuntles avallable
for sale in 2004 were $3.6 billion, with gross reahzed galns
and losses of $63 & million and $463 000, respectwely

[ ,,‘ o v P

Eqmty securltles |ncluded $624 5 million and $574 5 mrI-
lion of Federal Reserve Bank stock and Federal Home Loan
Bank ("FHLB") 'stock as of December 31, 2006 and 2005,
respectwely, the cost of which approxrmated fair value '

* Securities with carrymg values of '$15.8 billion ang '$8.2

'blllron “at December 31 2006 and 2005, respectwely, were

pledged to. secure public funds trust deposrts and certam
borrowmg arrangements
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NOTE 4. LOANS .
The loan portfollo at December 31 conmsted of the foHowmg

2006

(In thousands) 2005
Commercial $ 26,450,071 $ 14,887,448
Real estate — mortgage ! 38,631,277 27,032,273
Real estate - construction 14,142,656 7,376,750
Consumer ' N 17,653,686 9,295,345
: ) 96,878,690 ‘58,591,816
Unearned income (2.328'.088) (186,903)
$ 94,550,602 $ 58,404,913

. The loan portfolio is diversified geographically, primarily
within Alabama, Arkansas, Florida, Georgia, lilingis, Indiana,
lowa, Kentucky, Louisiana, Mississippi, Missouri, North
Carolina, South Carolina, Tennessee, Texas and Virginia.

Included in loans net of unearned income at December
31, 2006 and 2005 were $70.8 million and $44.3 million,
respectively, of net deferred loan costs. Unamortized premi-
ums and discounts on loans net of unearned income totaled
$252.6 million and $8.9 million at December 31, 2006 and
2005, respectively.

Included in commercial loans was $2,372.1 million and
$215.3 million of rentals receivable on leveraged leases
and $508.9 million and $0 of estimated residuals on lever-
aged leases, net of $2,110.2 million and $123.1 million of
unearned income on leveraged leases at December 31, 2006
and 2005, respectively. Pre-tax incomne from leveraged leases
for the years ending December 31, 2006, ,2005 and 2004
was $12.2 mlllron $7.0 million and $7. 1 million, respec-
trvely The tax effect of this income was an expense of $8 6
miflion, $2.6 million and $2.7 million for the years endrrrg
December 31, 2006, 2005 and 2004, respectively.

At December 31, 2006, nan-accrual loans totaled $306.5 -

million compared to $341 2 mlliron at December 31, 2005.
The amount of interest |ncome recognlzed in 2006, 2005
and 2004 on non-accrual lpans was approximately $9.5 mil-
lion, $11.7 million and $11.4 million, respectively. If these
loans had been current in accordance with their original terms,
approximately $29.0 million, $36.7 million and $27.2 mil-
tion, respectively, would have been recognized on these loans
in 2006, 2005 and 2004, At December 31, 2006 and 2005,
Regions had loans contractually past due 90 days or more
and still accruing of approximately $143.9 million and $87.5
million, respectively.'
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The recorded investment in impaired loans, which includes
all commercial (excluding leases) and commercial real estate
loans on non-accrual status, was $237.5 million at December
31, 2006 and $64.3 million at December 31, 2005. The
average amount of impaired loans was $212.3 million during
2006, $111.0 million during 2005 and $69.9 million during
2004. The allowance related to impaired loans totaled $17.6
million at December 31, 2006 and $5.5 million at December
31, 2005, respectively, specifically allocated to $70.1 mil-
lion and $61.3 million, respectively, of specifically reviewed
impaired loans. No material amount of interest income was
recognized on impaired foans for the years ended December
31, 2006, 2005 or 2004. '

Regions' recorded recourse liability, which primarily relates
to residential mortgage loans, totaled $76.4 million and $67.6
million at December 31, 2006 and 2005, respectively.

At December 31, 2006 and 2005, approximately $4.9
billion and $6.0 bitlion, respectively, of first mortgage loans
on 1-4 family dwellings held by Reglons were pledged to
secure borrowings from the FHLB (see Note 11 for further
discussion). )

Directors and executlve officers of Regions and its pr|nC|pa|
subsrdrarres mcludrng the directors’ and officers' families
and affrllated companies, are loan and deposrt customers and
have other transactions with Regions in the ordinary course of
business. Total loans to these persons (excluding loans which
in the aggregate do not exceed $60,000 to any such person)
at December 31, 2006 and 2005, were approximately $320
million and $131 million, respectively. These loans were made
in the ordinary course of business and on substantially the
same terms, including interest rates and collateral, as those
prevailing at the same time for comparable transactions with
other persons and involve no unusual risk of collectibility.
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NOTE 5. ALLOWANCE FOR CREDIT LOSSES = . .. - Al I .
An analysis of the allowance for credit Iosses for the years ended December 31 follows: - R S
(In thousands} 2006 . 2005 2004
Balance at beginning of year . $ 783,536 . % .,7;54'7%'1'1 $. 454,057
Allowance of purchased institutions at acquisition date 335,833 - T 303,144
Allowance allocated to sold loans and loans -
transferred to loans held for sale - (14,140) - o -, -
Prowsnon for loan losses 142,500 ., ‘l65,QQO' . 128,500
Loan losses: . o T o
Charge-offs 219,479y (211,730 (188,372)
~ Recoveries ) 79,538 75,545 57,392
Net foan losses (139,941) 1136,185) (130,980
Balance at end of year . - % 1,107,788 . . $ 783,536 . . .'$ 754,721
COMPONENTS: ' : B -
Allowance for loan losses $ 1,055,953 $ 783,536 $ 754,721
Reserve for unfunded credit commitments 51,835 S 2 T _
Allowance for credit Iosses $ 1,107,788 $ 783,536

"4

“$ 754,721

»N

The allowance for credit losses consists of the allowance for loan losses, which is presented on the consblidatedstatements
-of condition, and the reserve for unfunded credit commitments, which is includéd in other liabilities in the consolidated state-

ments of condition, .

NOTE 6. TRANSFERS AND SERVICING "
OF FINANCIAL ASSETS

In connection with the AmSouth merger, Regions became the .

seller of commercial loans to third-party, multi-issuer conduits,
in which Regions retained servicing responsibilities. As part of

- the.sale and securitization of .commercial loans to conduits,

Regions provides credit enhancements to the condmts in the
form of letters of credit totaling $50.0 million at December
31, 2006. Regions also provides liquidity lines of credit to
support the issuance of commermal paper under 364-day loan

commitments. These liquidity lines can be drawn upen in the
uniikely event of a commercial paper market disruption or other
factors, which could prevent the asset-backed commercial paper
issuers from being able to issue commercial paper. Regions had
liquidity lines of credit supporting these conduit transactions of
$431.7 million at December 31, 2006. No gains or losses were
recognized on commercial loans sold to.third-party conduits nor
was any retained interest.recorded due, to the relatively short
life of the commercial ioans sold into the condUIts (average life
of 30 days). : L L
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A summary of managed commercial {including real estate) and indirect consumer auto loans, which represent both owned ‘and
securitized loans, along with information about delinquencies and net credit losses follows:- :

Commercial and Real Indirect Auto

(Dollars in miilions} Estate Loans Loans
Outstandin'é as of December 31, 2006: - ‘ - .
Loans, net of unearned income held in portfolio ' . "% 6_2',767.6 Y 4,037.5
Loans securitized/sold ' 431.7 - 1994
Total managed loans , . $ 63,199.3 $ 4,236.9
Total delinquencies as of December 31, 2006 $ 9721 $ 114
Delinquencies as a percent of ending managed Ioans 1.54% _ C O 0.27%
Net credit losses during 2006 ' $ 1143 '$ 3.1
Net credit losses as a percent of ending managed {oans 0.18% 0.07%

An analysis of mortgage servicing rights for the years erided December 31 is presented below:

{In thousands) - ‘ - 2006 . 2005
Balance at beginning of year ' o ' $ . 441,508 . % '458,053
Amounts capitalized . .z - L " 53,777 A 71,968
Sale of servicing assets ' : ' _ (4,786) (4,007)
Permanent impairment . . ) . (3,719) Co=
Amaortization . . o N . . . {70,563) . {84,506)
: _ 416,217 - 441,508
Valuation allowance (41,346) {29,500)
Balance at end of year ., “ S $ 374,871 -« $ 412,008

' 1 " o e . PR o

The changes in the valuation aliowance for servucmg assets were as follows for the years ended December 31:

(in thousands) ‘ . : Lo . . 2006 . 2005

Balance at beginning of year - - . $ .. 29,500 - $ 61,500
Permanent impairment E . x (3,719) T -
Release of impairment ~ sale of MSRs i ' E ' {435} ‘ -
Provisions for (fecapture of) impairment valuation _ . 16,000 " - {32,000)
Balance at end of year - ‘ ' ‘¢ 41346 2 $ 29500

Data and as;sumptions used in the fair value calculation related to mortgage servicing rights for the years ended December 31 are
as follows:

2006 2005
Weighted-average prepayment rate {PSA} 364 250
Weighted-average discount rate 9.30% 9.40%
Weighted-average coupon interest rate 6.10% 6.04%
Weighted-average remaining maturity (months) . 276 278
Weighted-average service fee (basis points) 31.00 31.25

The estimated fair values of capitalized mortgage servicing rights were $374.9 million and $412.0 million at December
31, 2006 and 2005, respectively. In 2006, 2005 and 2004, Regions’ amortization of mortgage servicing rights was $70.6
million, $84.5 million and $62.8 million, respectively.

98




REGIONS FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JNOTE 7. PREMISES AND EQUIPMENT . Sy
A summary of premises and equipment as of December 31 is as follows: v T PR

{In-thousands} L 2006 2005
tand . * . . ' $ 449,538 ;. 235566
Premises ' - ’ 1,317,429 ' 873,387
Furniture and equipment ;- - _,. 993,409 . ... .. .:'.676,649
. Leasehold’improvements * ., 200955 - - ; . . 70,689
Construction in progress ~ * 7o 298,810 .. 49,981
. - core ' ' . .3,260,141 - _ 1912172
Accumulated depreciation-and amortization (861,647) X . (789,883)
S . $ 2,398,494  $1,122,289

.

Net occupancy expense for the 'years ended December 31 is summarized as foliows:

+ .

(In thousands) S 2006 - 2005 2004’

Gross occupancy expense : : $ 281,042 $ - 235,633 _ $ 170,248

Less: rental income ., - S 21,064 ' 11,560 10,188
Net occupancy expense , ‘ $ 259,978 $ 224,073 $ 160 060

5 - . T

NOTE 8. INTANGIBLE ASSETS o e Lo S
Regions' excess purchase price is allocated primarily to the General Banking segment. In the case of the AmSouth merger, the

excess purchase price of $6.2 blllron has not yet been allocated to the reporting units because the purchase price allocation

|snotyetf|naI|zed o

..,

A surnmary of excess purchase price at December 31 is presented as follows:

(In thousands) ) 12006 2005
Balance at beginning of year T , ' I 5027,044 -  $ _' 1,992,563
Amounts recorded in connection with business combrnatlons . ... 6,214,537 . '1‘,460
Other adjustments ST (65,934) 33,021
Balance at end of year . ' $ 11,175,647 $ 5,027,044
A summary of core deposit mtangrble assets at December 31 is presented as. foIIows j o CoL . R
{in thousands) ' 2006 ] 2005
Balance at beginning of year . $ 301,391 $ 347,441
Amounts recorded in connection with business combinations 704,012 " -
Accumulated amortization, beginning of year T (75.037) . : (28,987)
Amortization AT {63,523} - . - (46,050)
Accumulated amortization;.end of year - {138,560) .. (75,037)
Balance’at end of year * _ $ 941,880 ' - i'$ 301,391

+ [N e ‘ . - BT

- .Regions’ core deposit ‘intangible assets are being amortized over a ten-year period. The aggregate amount of amortization
expense is estimated to be $164.9 million in 2007, $146.8 million in 2008, $131.3 miliien in 2009, $117.3 million in
2010 and $103.4 mrllron in'2011.

Regions has other mtangrble assets totaling $16.0 mitlien and $13.0 million at December 31 2006 and 2005, respec-
tively. These other intangible assets resulted from customer relationships and employment agreements related to various smali
‘acquisitions and are being amortized on a straight-line basis over a period ranging from two to five years.
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NOTE 9. DEPOSITS e Coe
The following schedule presents the detai! of interest-bearing deposits at December 31: ' :
{ln thousands) . _ 2006 - 2005
Interest-bearing transaction accounts $ 8,950,404 $ 2,756,556
Savings accounts . 3,882,533 3,037,687
Money market accounts - 25,595,559 15,414,325
Certificates of deposits of $100,000 or more 12,776,086 - . 7,412,359
Time deposits of $100,000 or more ] 832,492 - 387,193
Interest-bearing accounts in foreign offices 8,559,884 4,442,565
Interest-bearing deposits — 'divestitures ‘ 2,238,072 . -
Other interest-bearing deposits - o ) 17,684,162 13,228,644
) $ 80,519,192 $ 46,679,329

' The following schedule details interest expense on deposits for the years ended December 31:

(In thousands) i . I 2006 2008 « . 2004
[nterest-bearing transaction accounts $ 70,447 $ 52,842 $ 30,665
Savings accounts - ’ 12,356 7,992 4,718
Money market accounts 271,187 1104,693 51,382
Certificates of deposits of $10Q,OOO or more 394,844 255,787 . . 106,034
Interest-bearing accounts in foreign offices : . . 256,681 144,896 =, 54,351
interest-bearing deposits — divestitures ¢ T v 11,974 — - -
Other interest-bearing deposits 662,678 438,517 - 249,477
$ 1,680,167 $ 1,004,727 $ 496,627

The aggregate amount of maturities of all time deposits (deposits with stated maturities, consisting primarily of certific_ates of
deposit and IRAs) in each of the next five years is as follows: 2007-$27.2 billion; 2008-$2.0 billion; 2009-$876.0 million;
2010-%686.7 million; 2011-$311.6 million; and thereafter-$58.6 million.

NOTE 10. SHORT-TERM BORROWINGS

Following is a summary of short-term borrowings at December 31: ’ S
T

{In thou;ands) .- ' 2006 -2005
Federal funds purchased o _ $ 3,709,080 $ 1,195,790
Securities sold under agreements to repurchase . 3,967,174 2,732,395
Federal Home Loan Bank advances 500,000 T -
Senior bank notes . ‘ C 250,000 . -
Brokerage customer liabilities ‘ : 492,631 c " b47.666
Short-sale liability . ‘ 587,747 338,191
Other short-term borrowings - - -160,439 152,237

' g $ 9,667,071 $ 4,966,279
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" Federal funds purchased and securities sold under agree-
ments to repurchase are used to satisfy daily funding needs.
Federal funds purchased and securities sold-under agree-
ments to repurchase had weightéd—averagé maturities of 8
days and 42 days at December 31, 2006 and 2005, respec-
tively. Weighted-average rates on these dates were 4.6% and
4.0%, respectively. : .
+See Note 11:to the'consolidated fmancnai statements for
further discussion.of Regions’ borrowing capacity. with-the
FHLB. The senior bank -notes outstanding were assumed in
the AmSouth acquisition, and have floating rates based on-the
federal funds effective rate and the 90-day London Interbank
Offered (LIBOR) index. . St PR

REGIONS FINANCIAL CORPORATION
NOTES TO-CONSOLIDATED FINANCIAL STATEMENTS

The short-sale liability represents Regions’ trading obliga-
tion to deliver certain securities at a predetermined date and
price.-Through Morgan Keegan, Regions maintains a liability
for its brokerage customer position, which.represents I1qutd
funds in the customers’ brokerage accounts. .

Morgan Keegan maintains certain‘lines of credit with unaf-
filiated banks that provide for maximum borrowings of $250.0
million as of December 31,,2006. Amounts outstanding under
these lines of credit as of December 31; 2006 and 2005 are
included in other short-term borrowings.

» As of December 31, 2006 and 2005,.the welghted ‘average
interest rate at year-end on total short-term borrowmgs was
4.6% and 3. 8% respectwely U

£ 1

NOTE 11. LONG-TERM BORROWINGS ™ - BRI

Long-term borrowings at December-31-¢onsist of the following: :

(In thousands) . ) R B . g ; 2006 2005
Federal Home Loan Bank structured- advances : ’ $ 2,102,356 _' $_. 1,035,0Q0
Other Federa! Home Loan Bank advances e 285,195~ ' 837,300
6. 375% subordlnated notes due 2012 .'599,060_ . 600,000
7.75% subordlnated notes due 2011 ) ) " Lo ' 546,066 . ' ' 557,156
7.00%.subordinated notes due 2011- o o 499,017 ‘500,000
4.85% subordinated notes due 2013 (Regions Bank) 485,718 - Gt
5.20% subordinated notes due 2015 (Regions Bank) 344,032 -
6.45% subordinated notes due 2018 (Regions Bank) - 323,227° . -
6.50% subordinated notes due 2018 (Regmns Bank) ) 312,617 i 313,779
6.125% subordinated notes due 2009 . . iraue ., -
. 6.75% subordinated debentures due 2025 . 164, 269 ‘ =
7.75% subordinated notes due 2024 . 100,000 ° . 100,000
Senior bank notes 703,204 1,010,182
4.375% senior debt notes due 2010‘ 489/386 ', 486,668
LIBOR floating:rate‘senior debt riotes due 2008 ' 399,390 ' 400,000
4.50% senior debt notes due 2008 _‘ cL 349,212 350,000
Junior subordinated notes -., 225,768 - 52;4, 143
Other long-term debt . 530,280 .. . 247,331
Valuation adjustments on hedged long-term debt .5,734 10,121

$ 8,642,649 $ 6,971,680

- - PR
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Long-term FHLB structured advances have various stated
maturities, but are convertible between one and two years.
The convertible feature provides that after'a specified date
in the future, the advances will remain at a fixed rate, or
Regions will have the option to either pay off the advance
or convert from a fixed rate to a variable rate based on the
LIBOR index. The structured FHLB advances had a weighted-
average interest rate of 5.3% at December 31, 2006. Other
FHLB advances at December 31, 2006, had a weighted-aver-
age interest rate of 4.3%, with maturities of one to eighteen
years. The acquisition of AmSouth added approximately $1.6
billion of FHLB borrowings. Under the Blanket Agreement for
Advances and Security Agreement with the FHLB, Regicons
can borrow a maximum amount of approximately $27.7 bil-
lion from the FHLB. Borrowings are contingent upon collateral
ptedges to the FHLB. Regions has pledged certain residentia!
first mortgage loans on 1-4 family dwellings as collateral for
the FHLB advances outstanding. See Note 4 for loans pledged

to the FHLB at December 31, 2006 and 2005. Additionally,

membership in the FHLB requires an institution to hold FHLB
stock. FHLB stock was $159.0 million at December 31, 2006
and $342.7 million at December 31, 2005. ’

As of December 31, 200'6,'Regions had subordinated notes
of $3.6 billion, including ten issuances with interest rates
ranging from 4.85% to 7.75%. The 2006 acquisition of
AmSouth added approximately $1.5 billion in subordinated
notes. All issues of these notes are subordinated and sub-
ject in right of payment of principal and interest to the prior
payment in full of all senior indebtedness of the Company,
generally defined as all indebtedness and other obliga-
tions of the Company to its creditors, except subordinated
indebtedness. Payment of the principal of the notes may
be accelerated only in the case of certain events involving
bankruptcy, insolvency proceedings or reorganization of the
Company. The subordinated notes described above qualify as
Tier 2 capital under Federal Reserve guidelines.

The 6.50% and the 6.45% subordinated notes due 2018
are callable in 2008. The 6.50% subordinated notes due 2018
were issued with embedded put and call options that could
require Regions Bank to repurchase the notes at face value on
March 15, 2008. If the bank does not repurchase the debt,
the interest rate on the notes will be reset on March 15, 2008,
based on a set formula. The 6.45% subordinated notes due
2018 were issued with embedded put and call options that
could require Regions Bank to repurchase the notes at face
value on February 1, 2008. If the bank does not repurchase
the debt, the interest rate on the notes will be reset on February
1, 2008, based on a set formula. The 6.125% subordinated
notes due 2009 may be redeemed by Regions prior to March
1, 2009, at the greater of 100% of the principal amount or an
amount based on a preset formula. All other subordinated notes
and the senior notes are not redeemable prior to maturity.
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The acquisition of Union Planters in 2004 added $617
million of 5.125% senior bank notes due 2007. The acquisi-
tion of AmSouth added $100 million of senior bank notes due
2007 with floating rates based on the 90-day LIBOR rate.

In February 2001, Regions issued $288 million of 8.00%
trust preferred securities. Junior subordinated notes were
issued by Regions to two subsidiary business trusts, which
issued the trust preferred securities. In connection with the
acquisition of Union: Planters, Regions assumed $224.3 mil-
lion of 8.2% junior subordinated notes which were issued to
subsidiary business trusts. During 2006, Regions called the
$288 million of trust preferred securities, and the related
junior subordinated notes were extinguished.

Other long-term debt at December 31, 2006, 2005 and
2004 had weighted-average interest rates of 6.4%, 7.9%
and 7.7%, respectively, and a weighted-average maturity of

- 8.3 years at December 31, 2006. Regions has $86.2 million

included in other long-term debt in connection with a seller-
lessee transaction with continuing involvement {see Note 22
to the consolidated financial statements).

Regions uses derivative instruments, primarily interest rate
swaps and options, to manage interest rate risk by converting
a portion of its fixed-rate debt to variable-rate. The effec-
tive rate adjustments related to these hedges are-included in
interest expense on long-term borrowings. Further discussion
of derivative instruments is included in Note 19 to the con-
solidated financial statements. :

The aggregate amount of contractual maturities of all Iong-
term debt in each of the next five years and thereafter is
as follows: 2007- $961.3 million; 2008-$821.5 million;
2009-$775.2 million; 2010-%$1.1 billion; 2011 $1.7 bil-
lion; and thereafter—$3.3 billion.

At December 31, 2006, unused capacity under Regions’
shelf registration statement fited with the U.S. Securities and
Exchange Commission totaled $1.25 billion. This shelf regis-
tration can be utilized by Regions to issue debt and/or equity
securities up to the available capacity.




NOTE 12. REGULATORY CAPITAL- REQUIREMENTS
AND RESTRICTIONS -

Regions and its banking subsidiaries are: subject to regula-
tory capital requirements administered by Federal banking
agencies. These reg'ulatory capital requirements involve
quantitative measures of the Company’s assets, liabilities and
certain off-balance sheet items, and also qualitative judg-
ments by the regulators. Failure to meet minimum capita!
requirements can subject the Company 1o a series of increas-
ingly restrictive regulatory.actions. As of December 31; 2006
and 2005, the most recent notification from Federal banking
agencies categorized Regions and its significant subsidiaries
as “well capitalized” under the regulatory framework. .

- Minimum capital requirements for all banks are Tier 1 Capital
of at-least 4% of risk-weighted assets, Total Capital of at least

REGIONS FINANCIAL, CORPORATION -
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8% of risk-weighted assets and a Leverage Ratio-of 3%, plus
an additional 100- to 200- basis point cushion.in certain cir
cumstances, of adjusted quarterly average assets. Tier 1 Capital
consists principally of stockholders’ equity, excluding unrealized
gains and losses on securities available for sale and the effective
portion of cash flow hedges, less excess purchase price and cer-
tain other intangibles. Total Capital consists of Tier 1 Capital plus
certain debt instruments and the allowance for credit losses,
subject to limitation. The Company believes that no' changes in
conditions or events have occurred since December 31, 2006,
which would result in changes that would cause Regions or
Regions Bank to fall.below the well capitalized tevel...
--Regions'- and-its banking subsidiaries’ capital levels at

December 31, 2006 -and 2005, exceeded the “well capltat-
ized” levels, as shown below: . S

PR . Vo

December 31, 2006 : Clve

Regions Bank

. To Be Well
{Dollars in thousands) Amount & * Ratio " Capitalized
TIER 1 CAPITAL: LT o oo T e
" Regions Financial Corporation: $.. 9,375,388 . - 07% ' 6.00%
Regions Bank ;5 11,095,684 9.77 . 6.00 .-
TOTAL CAPITAL: © ~ - ST . : . -, g o .
"Regions Financial Corporation S S $ 13,404,126 ° ' 11.54% - 77 10.00%
* Regions Bank o s t 13,353,401 '+ 11767 T 1000
LEVERAGE: o o T e
Reglons ananual Corporatlon ’ $ ,9.375.38§_ . , 8.30% . 5.00%
Regions Bank. - 11,095,684 . 10.55 5.00
L L ) " December 31,2008 .. Il To Be Well
(Dollars in thousands) ., .., ., ..~ _ CAmount L, -, Ratio , ., Capitalized
_ TIER 1 CAPITAL: T g . : '
Regions Financial Corporatnon'- CoA e $ 5,922,450 8.60%  6.00%
Regions Bank v o 6,951,188 1043 - tuT s00
TOTAL CAPITAL: | ‘ S . .
Regions Financial Corporation A _ . % 8785529 12.76% . 10.00%
Regions Bank 7,996,316 12.00 - 10.00
LEVERAGE:
Regions Financial Corporation $ 5,922,450 7.42% 5.00%
9.09- 5.00

6,951,188
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Regioris Bank is required to'maintain reserve-balances with
the Federal Reserve Bank. The average amount of the reserve
balances maintained for the years ended December 31, 2006
and 2005, was ‘approximately $51.1 million and.$174.8
million, respectively. Co. i

Substantially all net assets are owned by subsadlanes
The primary source of operating cash-available to Regions is
provided by dividends from subsidiaries. Statutory limits are
placed on the amount of dividends' the subsidiary bank can
pay without prior regulatory approval. In addition, regulatory
authorities require the maintenance of minimum’ capital-to-
asset ratios at banking subsidiaries. At December 31, 2006,
Regions Bank could pay approximately $858 8 m|II|on in
dividends without prior-approval.

Management believes that none of these dividend
restrictions will materially affect Regions' dividend policy.
In addition to dividend restrictions,” Federal statutes also
prohibit unsecured loans from banking subsidiaries to the
parent company. Because of these limitations, substantially
all of the net assets of Regions’ subsidiaries are restricted,
except for the amount that can be paid to the parent in the
form of dividends. ‘

In addition, Regions’ sub5|d|ar|es engaged in mortgage bank-
ing must adhere to various U.S. Department of Housing and
Urban Development (“*HUD") regulatory guidelines inciuding
required minimum capital to maintain their Federal Housing
Administration approved status. Failure to comply with the
HUD guidelines could result in withdrawal of this certifica-
tion. As of December 31, 2006, Regions Bank, on behalf of
Regions Mortgage and EquiFirst, were in compliance with HUD
guidelines. Regions Mortgage and EquiFirst are also subject to
various capital requirements by secondary market investors.

NOTE 13. STOCKHOLDERS' EQUITY

AND COMPREHENSIVE INCOME

On chtober 20, 2005, Regions’ Board of Directors aythorized
the repurchase of 25 million shares of Regions' common stock
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from time to timie through open‘market or in privately negoti-
ated transactions. This authorization was.in addition to the
19.2 million-shares available for repurchase under previous
authorizations. During 2006 and 2005, Regions repurchased
13.8 million and 16.6 million shares, -respectively, at a
cost of $490.4 million and $552.5 million, respectively. At
December 31, 2006, there were approximately 13.8 million
shares remaining under the 2005 authorization.. -, .

On January 18, 2007, Regions’ Board of Directors approved
the repurchase of-an additional 50 million shares of the
Company’s outstanding common stock. The common shares
may be repurchased in the cpen market or in privately negoti-
ated transactions and will be taken into treasury. This new
authorization represents approximately 7% of the Company's
outstanding sharés at December 31, 2006. Had .this authori-
zation been effective at December 31, 2006, a tota! of 63.8
million shares would be authorized for repurchase.

At December 31, 2006, there were 52,001,000 shares
reserved for issuance under stock compénsatipn plans
{48,805,000 shares represent stock options outstanding)
and 705,000 shares reserved for issuance under deferred
compensation plans, for a total of 52,706,000 shares.

In 2006, Regions increased its dividend to $1.40 per com-
mon share, compared to $1.36 in 2005 and.$1.33 in 2004.
In 2006 and 2004, Regions retired 31.0 million and 5.5
million shares, respectively, of treasury stock with a cost of
$1.1 billion and $207 million, respectively. There were no
retirements of treasury stock during 2005: !

Comprehensive income is the total of net income and
all other non-owner changes in equity. Items that are to be
recognized under accounting standards as components of
comprehensive income are displayed in-the consolidated
statements of changes in stockholders' equity.. o

In the calculation of comprehensive income, certain reclas-
sification adjustments are made to avoid double-counting
items that are displayed as part of net income for a period
that also had been displayed as part of other comprehensive
income in that period or earlier periods.
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The disclosure of the reclassification amount for the years ended December 31 is as follows: - I} oo e
' LN Sa T NS . s 0 ST 20086
{In thousands) Before Tax Tax Effect Net of Tax
Net income $ 1,959,015 § (605,870) $ 1,353,145
Net unrealized holding gains and losses on securities available for ‘ . !
sale arising during the period 32,386 (11,607) . 20,779
~ Less: reclassification adjustments for net secuntles :gains realized N ' . -
in net income 8,123 (2,871) - 5,252
Net change in unrealized gains and losses on securities ! SRR
available for sale  ° ’ 24,263+ (8,736) - 15,527
Net unrealized holding gains and losses On derlvatwes arising . 4
durlng the period. - . 21,088 (11,161) 19,927
Less: reclassification adjustments for net gains realized in net income 417 {146) 271
Net change in unrealized gains and losses on derivative instruments 20,671 (11,015} '9,656
- Net unrealized actuarial-loss and prior service credit for pension liability (103,594) 39,464 (64,130)
Comprehensive income $- 1,900,355 $ (586,157) $ 1,314,198
- 2005 )
{In thousands) Before Tax Tax Effect ~ Net of Tax

Net income B
Net.unrealized: holdlng gains: and Iosses on securities avaHabIe for,

$. 1,422,095 . .$.(421,551) ,$ 1,000,544

(237.531)* - 188370 (149 161)

sale arising during the period
Less: reclassification adjustments for net securities losses realized _
in net income (18,892) 6 612 {12,280}
‘Net change in Unrealized-gains and losses on securlt|es K] D
* available for sale : © (218,639) 81,758"  (136,881)
_Net unrealized holdmg gains and Iosses on derwatwes ansmg ) ‘ ) ' ‘ '
.during the period . - (8,604) 03,303, . (5,301)
Less reclassification adjustments for net gains reallzed in net income-- . .. 609 (21'3)'.. -, . 396
Net change in unrealized gains and losses on derivative instruments o -(9,213). -3,516 - {5,697}
Comprehensive income Nt 3 1‘,194,243r % (336 277) $ 857,966
. P o, T .. ! P . s )
o 7 e 2004 L
{In thousands} ‘ S s . Before Tax -. Tax Effect Net of Tax
Net income S - $ 1,175,582 - $ (351,817) $ 823,765
" Net unreallzed holding gains and- losses on securities avaﬂable for h Y . o o
" sale ansmg during the period i 37741 ' (12,187 25254
Less recla55|f|cat|on adJustments for net secuntles gains realrzed o . o . . ,' .
innetincome i e . . oe b 63,086 (22,080) . 41,006
Net change in unrealized gains and losses on securities : L Lty
available for sale : - (25,645) .- 9,893 {15,752)
Net unrealized holding gains and Iosses on derivatives arising : = - D R
during the period _4,945 _ (1,834) % 3,111
Less: reclassification adjustments for net gains realized in net incdn"lé " 994 (:’»48) ) 646
Net change in unrealized gains and losses on derivative instruments . 3,951 _{1,486) L 2,465
Comprehensive income. ' $ 1,153,888, $ (343,410) $ . 810,478
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NOTE 14. EARNINGS PER SHARE

The following table sets forth the computation of: basic earnings per share and diluted earnings per share for the years ended

December 31:

(In thousands, except per share data) 2006 2005 2004
Numerator: . .
For earnings per share — basic and diluted, net i ) . s _
income available to.common stockholders $ 1,353,145. $ 1,000,544 -$. 817,745
Denominator: .
For earnings per share — basic — , :
weighted-average shares outstanding 501,681 461,171 368,656
Effect of dilutive securities: . : .
Stock options 5,164 5,009 - 5,076
Performance restricted stock 144 3 -
: " . 5,308 5,012 5,076
For earnings per share — diluted 506,989 466,183 373,732
Earnings per share — basic $ 2.70 $ 2.17 $ 2.22
Earnings per share - difuted 2.67 2.15 2.19

-

The effect fron'_l.the assumed exercise of 412,000, 7,708,000 and 412,000 stock options was not included in the above
computation of diluted earnings per share for 2006, 2005 and 2004, respectively,-because such amounts would have an

antidilutive effect on earnings per share.

NOTE 15. SHARE-BASED PAYMENTS
Regions has stock option and long-term incentive compen-

sation plans which permit the granting of incentive awards °

in the form of stock options, restricted stock, and stock
appreciation rights. While Regions has the ability to issue
stock appreciation rights, as of December 31, 2006, 2005
and 2004, there ‘were no outstanding stock appreciation
rights. The terms of all awards issued under these plans are
determined by the Compensation Committee of the Board
of Directors, but no options may be granted after the tenth
anniversary of the plans’ adoption. Options and restricted
stock granted usually vest based on-employee service and
generally vest within three years from the date of the grant.
Grants of performance-based restricted stock typically have a
one-year performance period, after which shares vest within

three years after the grant date. Generally, the terms of these”

plans stipulate that the exercise price of options may not be
less than the fair market value of Regions’ common stock at
the date the options are granted; however, under prior stock

option plans, non-qualified options could be granted with a |

lower exercise price than the fair market value of Regions
common stock on the date of grant. The contractual life of

stock must either remain employed with the Company for
certain periods from the date of grant in order for shares to
be released or retire after meeting the standards of a retiree,
at which time shares would be prorated and reléased. Upon
adoption of a new long-term incentive plan in 2006, Regions
amended all other open stock and.long-term incentive plans,
such that no new awards may be granted under those plans
subsequent to the amendment date. The outstanding awards
were unaffected by this plan amendment. The plan adopted
in 2006 provides that 20,000,000 common share equiva-
lents are subject to and available for distribution to recipients.
Each share of restricted stock granted under the 2006 plan-is
assigned a share equivalent factor of 4.0, as compared to the
stock option equivalent factor of 1.0. The number of remain-
ing share equivalents authorized for issuance under |ong-term
comperisation plans was approximately 18, 846 000 share
equwalents at December 31, 2006.

options granted under these plans range from seven to ten”

years from the date of grant. Regions issues new shares from

authorized reserves upon exercise. Grantees of restricted
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In connection with the AmSouth acquisition, Regions assumed AmSouth's long-term-incentive plans..The awards issued
under these plans are consistent with the awards issued under Regions' plans; however, in determining shares authorized,
- restricted stock grants are equally weighted with stock options. At December 31, 2006, approximately 18,438,000 shares
were authorized for issuance under these plans, In other business combinations prior to 2006, Regions assumed stock options
that were’ previously granted by those companies and converted those options, based on the appropriate exchange ratio, into
options to acquire Regions' common stock. The common stock for such options has been registered under the Securities Act
of 1933 by Regions and"is not included in the maximum number of shares that may be granted by Regions under its exlstmg
stock opt|on p!ans :
0 ' . . - L 4 -. v, ' N “ ':__

The followmg tables summarize the |mpact of adoption of. Statement 123(R) and the elements of compensatlon costs recog-
-nized in the consolidated financial staternents for the years ended December 31: . ‘ o

.. T R T . e, o3 ~
{In thousands. except per share_data) .. .. I ‘ K . o ) . e 20()6
Income before income taxes ' - o ' : $ +(3,842)
Net income . ' o : . . o - (3,070)
Earnings per share ~basic SR ' S v B
Earnings per share - diluted R A -
Cash flows from operating activities o ' . (32,454)
Cash flows from financing activities -~ T O ' " 32,454
(in thousands) ' - 2006 2005 . 2004
Compensatlon cost of share-based compensatlon awards T . B
Rest(:cted stock . : - .‘ ) iy $ 53,389 $ 27032, . .% 12934
Stock options . 3,842 399 : -

R

Tax benefits related to compensation cost . ’ (21,060) (9,601) (4,527)
Compensation cost of share-based compensatlon awards - '

net of tax ' : T $ 36,171 '$ 17830 - - §° 8407

The following table summarizes the weightéd-:évefa'g'e asshmp{ions lised and the estimated faif valtes related to stock options
granted during the years ended December 31: -

-

. G 2006 2005 2004
Expected dividend yield =~ i < 4.0% 4.1% - 4.1%
Expected volatility : o 19.5% 21.5% ; 21:2%
Risk-free interest rate , s 4.7% e A2% T 3.5%
Expected option life , L 4.0 yrs. 5.0 yrs. ©'5.0 yrs.

Fair value T Y8 499 $ 5.09 % 443

Refer to Note 1 for a discussion of the methodologies used and implied voiatmty measurements upon the adoptlon of
to derive the underlying assumptions used in the Black- Statement 123(R); historically, the Company considered only
Scholes option pricing model. During the first quarter of 2006, ~ historical stock price changes over a specified period of time.
the Company made refinements to the expected volatility and-  The expectecf option life declined ‘based upon the decrease
expected option life assumptions used in valuing stock option  in contractual life on new grants from ten years (historically)
grants as part of its adoption of Statement 123(R). Expected 1o Seven years.
volatility decreased based upon the consideration of historical
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In connection with the AmSouth acquisition, Regions assumed and converted the outstanding stock options of AmSouth, all
of which were vested at the date of acquisition. The number and strike price of these options were subject to the same exchange
ratio as the common stockholders of AmSouth. No other terms of these awards were modified. Regions accounted for this con-
version as a modification of the terms of the original award, thus canceling the AmSouth award and issuing a Regions award as
required by Statement 123(R) for accounting purposes. The fair value of the AmSouth awards surrendered exceeded the fair value
of the Regions awards conveyed, resulting’in a $159.4 million increase to excess purchase price and no additional compensation
cost. Refer to Note 2 for further discussion of the AmSouth acquisition and the.financial statement impact of the assumption of
AmSouth's outstanding options. -

On December 20, 2005, the Company approved the acceleration of vesting of certain unvested non-qualified stock options out-
standing as of that date and recognized approximately $398,000 in compensation expense in conjunction with the acceleration
of vesting. The decision to accelerate the vesting of the unvested non-qualified options primarily was made to reduce non-cash
compensation expense that would otherwise have been recorded in Regions’ financial statements in future periods, in accordance
with Statement 123(R). The expense that otherwise would have been recorded in future penods absent the accelerated vesting,
totaled approximately $14.:7 million (pre-tax). :

Stock option activity (including assumed options) prior to thé adoption of Statement 123(R) is summarized as follows:

Number of Option Price Weighted-Average
Options Per Share Exercise Prices
Balance at January 1, 2004 24,793,821 $ 5.80 -$33.52 $ 23.71
Options assumed through acquisitions 17,878,107 7.07 - 44.42 28.24
Granted ' 5,667,102 28.17 - 35.42 31.39
Exercised (7,537,788) 5.90 - 33.49 23.10
Canceled {305,039) 8.97 - 33.49" 26.95
Qutstanding at December 31, 2004 40,496,203 590 - 44.42 -26.89
Granted 3,027,354 31.73 - 35.29 --33.72
Exercised (7,686,586) 5.90 - 33.49 25.03
Canceled (2,246,891) - .. 8.69 - 42.42 29.46
Outstanding at December 31, 2005 33,590,080 $ 8.96 -$44.42 .$ 2776
The following table summarizes the option activity after the adoption of Statement 123(R):
Weighted- Aggregate
Average Intrinsic ~ Weighted-Average
Number of Exercise Value {In Remaining
, Options Prices Thousands) Contractual Term
Outstanding at December 31, 2005 33,590,080 $ 27.76
Options assumed through acquisitions 25,663,411 29.20
Granted 968,706 35.14
Exercised : {10,981,946) 26.62
Canceled/Forfeited (435,104) 22.17
Outstanding at December 31, 2006 - 48,805,147 $ 28.97 $ 413,288 6.02 yrs.
Exercisable at December 31, 2006 47,410,018 $ 2882 % 413115 5.67 yrs.

For the year ended December 31, 2006 the total intrinsic value of options exercised was $104.0 million.
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During 2005 and 2004, Regions granted 1,285,389 and 2,097, 555 shares, respectwely, as. restncted stock Restncted stock

activity for 2006 is summarized.as follows: .«. - -+ . B
o C e Werghted

b . i . o Average

' o L Number of Fair Value

: . - Lo Shares {Grant Date)
Non-vested at December 31 2005 : o 3,362,995 ¢ “$ 31.39
Granted - S T ©-. 271,740,227 T ' 3521
" Vested v C (1,524,579) ©731.38
" Forfeited R c 2 (288,054) -32.25
Non-vested at December 31, 2006 ' o 3,290, 518'9” v $ 33 34

L Q-. , .' : } L ' N
. As of December 31, 2006, the amount of non-vested stock optlons and restrrcted stock awards not.yet: recogmzed was
$78.5 million, whrch will be recognized over a weighted-average ‘period of 2.46 years. No share-based compensation costs

were capitalized during the year ended December 31, 2006. L

1 ' - . - . . L

[ ! . - I RART o s

A . ¥ IR R R . AN . 11 .a'r

NOTE 16. PENSION AND OTHER EMPLOYEE BENEFIT PLANS As a result of the merger with AmSouth, Regions assumed
Regions has a defined-benefit pension plan (the "Reg|ons the obligations related to AmSouth's employee behefit plans.
pension plan") covering substantially all employees employed ™. One of these assumed plans is a defined-benefit pension. plan
at or before December 31, 2000. After January 1, 2001, the ".* {the “AmSouth pension plan"} covering substantially all regu-

Regions pension plan was closed to new entrants. Benefits ~. lar full-time employees and part-time employees who regularly .

under the Regions pension plan are based-on years of service  work one thousand hours or more each year.: and were employed
and the employee's highest five years of compensation during  at AmSouth at or before the merger Subsequent to the merger,
the last ten years of employment. Reglons fundmg polrcy isto  the AmSouth pension plan ‘was Closed to new partlcrpants
contrlbute annualty at least the amount requrred by Internal N Regions also assumed AmSouth’s non-qualrfled supplemen—
Revenue Service minimum funding standards. Contributions  tal executive retirement plan (the “AmSouth SERP"), which
are intended to provide not only for benefits attributed to ser-  provides additional benefits to certain senior executives. The
vice to date, but also for thase expected to be earned in the features of both of these plans are substantially similar to the
future. The Company also sponsors a supplemental executive  Regions plans discussed above. . . .. e

retirement program (the “Regions SERP™), which’ is a non- Regions also assumed postretrrement medrcal plans from
qualified plan that provides certain senior executive officers ~ AmSouth. These plans provide: postretrrement medrcal ben-
defined pension benegfits in relation to their compensation. efits to all legacy AmSouth employees who retire between the

Regions also sponsors a defmed benefit postretirement health , ages of 55 and 65 with five or more calendar years of service
care plan that covers certain retired employees. Currently, the = and provide certain retired and grandfathered retired partici-
Company pays a portion of the costs of certain health care  pants with postretirement benefits past age 65. Postretirement
benefits for all eligible employees who retired before January  life insurance is also provided to'a grandfathered group’ of
1, 1989. No health care benefits are provided for employees = employees and retirees.
retiring at normal retirement age after December 31, 1988. Actuarially determined pension expense ‘is charged to
For employees retiring before normal retirement age, the  current operations using the -projected unit credit method.
Company currently pays a portion of the costs of certain health  Expense associated with both SERP plans and postretirement
care benefits until the retired employee becomes eligible for  benefit plans is charged to current operations based on actu-
Medicare. Certam renrees participating in plans of acquired. anal calculations.
entities, are offered a Medicare supplemental benefit. The plan .
is contributory and contains other cost-sharing features such . S . _
as deductibles and co-payments. Retiree health care benefits, - ' ‘ L
as well as similar benefits for active employees, are provided C '
through a group insurance program in which premiums are
based on the amount of benefits paid. The Company's policy is .
to fund the Company's share of the cost of health care benefits '
in amounts determined at the discretion of management.
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The following table sets forth'the plans’ change in benefit obligation, plan assets and the funded status of the pension and
other postretirement benefits plans, using a September 30 measurement date, and amounts recognized in the consolidated
statements of condition at December 31:

Pension Other Postretirement Benefits
{In thousands) 2006 2005 2006 2005
CHANGE [N BENEFIT OBLIGATION
Projected benefit obligation, beginning of period $ 465,174 $ 393,235 $ 40,999 $ 43,960
Service cost 16,493 15,369 398 580
Interest cost o 26,023 24,464 2,131 2,535
Actuarial (gains) losses - (31,377) 50,038 (843) {(2,117)
Benefit payments (21,550) {17,932) (5,026) (4,459)
Special termination benefits ‘ e 12,239 - — . - 5 -
Projected benefit obligation, end of period $ 467,002 $ 465,174. . % 37,159 $ 40,499
CHANGE IN PLAN ASSETS K Coh o
Fair value of plan assets, beginning of period $ 402,031 $ 345,420 $ 8,303 $ 12,016
Actual feturn on plan assets 21,311, . .., 47,‘5?8 . 763 746
Company contributions . ; _ 3,003 © 26,955 . - -
Benefit payments - \ ' (21,550) {17,932) .- (5,026) . {4,459
Fair value of plan assets, end of period $ 404,885 $ 402,031 $ 4,040 . $ - 8,303
‘Funded status of plan T $: {62,117) $ (63,143) ' $ (33,119) $(32,196)
Unrecogmzed net actuarial Ioss ) B 135',369 e - 5,651
Unamortlzed prior service credit . ‘ R - {(575) = (1,659‘)
(Accrued) prepaid pension cost at September 30 62,117) 71,642 . . (33,119) (28,204)
Company.contributions from October 1 L ) ,' '
to December 31 ; 304 291 = -
AmSouth balance, November 4, 2006 v (27,725) . - (24,923) -
{Accrued) prepa|d pensmn cost at December'31 $' (89,538) $ 71,933 - $ (58,042) " $ (28,204)
AMOUNTS RECOGNIZED IN THE * o B : :
CONSOLIDATED STATEMENTS OF CONDITION: i,
Other assets " $ 63,176 $ o $ - $ -
Other liabilities ' ' | (152,714) Tt " (58;042) _
Prepaid benefit cost - 101,244 - -
Accrued benefit liability . - . (29,311} N -
$ (89,538). $ 71,933 - $ (58,042) $ -
AMOUNTS RECOGNIZED IN ACCUMULATED e ’ .
OTHER COMPREHENSIVE INCOME: o : .-
Net actuarial loss- . $ 101,009 . % - $ 4,055 $ -
Prior service credit (227) - e = - (1,243)° -
$ 100,782 ' $ - N8 2,812 $ -

The special termination benefits charge reflected in the table above represents beneﬂt enhancements under the Regions

SERP for certain executive officers.
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The. accumulated benefit obligation for all défined benefit pension plans was $431.4.million and $424.2 million as of
“September 30, 2006 and 2005, respectively. Information for the pension plans with an accumulated benefit obligation in
' excess of pian assets, as of December 31, 2006 and 2005 was as. follows

2006

{In thousands}. 2005 .
Projected benefit obiigation e $ 139,654 “ $ 37,181
Accumulated benefit obligation i, . 12_8,?..17 34,489

Fair value of plan assets
Net penodlc pension expense mcluded the followmg components

.

- ‘ i‘ [ 1

for the years ended December 31:. oo

e B " .. Pension e . Other Postretrrement Benefrts
{In thousands) P ., 2006 _ 2005 _..2004 ., . 2006, . - 2005 2004
Service'cost - v $ 16,493-* $ 15,369 $"15,366 4§ 398 $ 580 $ 2,162
Interest cost 26,023 24464 22,965 . 2,131 2535 " 2,454
Expected return on plan assets {31,539) (28 772) . (24,743) [(246) (388) | (367)
Amortrzatlon of actuarial loss 13, 202 11 641 - 9,518 235 ., 026 654
Amortization of prior service credit (348) (398) (541) (416) @17 - .
Transition (asset) obligation - (19) (88) - - 275

a . $ 23,831 $ 22,285 $ 22,477 $ 2102 -$ 2,936 $ 5,178

The estimated 'amounts that will be*
expense in 2007 are as follows:

amortized from accumulated other comprehensive income into net periodic pension

Other .

) . F’ostretrrement
(In thousands) " Pows : Pension- “*Benefits
Actuarial loss .. . o . . "% 7450 K "
Prior service credit - (266) . (417)

ey b,

$ 7184 $ (369

The weighted-average assumptions used to determine benefit obligations at Sebtember 30 (the measurement det:e_) follows: -

Other Postretirement

Pension ‘Benefits
2006 2005 2006 - 2005
Discount rate ) 5.95% 5.50% 5.75% ' 5.50%
Rate of annual compensation increase . 4,95 4,50 N/A N/A

- in connectlon with the AmSouth merger, the plans of former AmSouth were remeasured through purchase accountrng on
November 4, 2006, usrng a discount rate of-5.90%.and a compensation rate increase of 5.00%. _ pooen
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The welghted average assumptions used to determine net per|od|c benefit cost for the years.i endecl December 31 are as follows:

Pénsion B Other Postrenrement Benefits
2006 2005 2004 2006 2005 2004

Discount rate : ] 5.50% 6.00% 6.25% 5.50% 6.00%  6.25%
Expected long-term rate of return on plan assets 8.00 8.50 8.50 4.00 - - 4.00 8.50
Rate of annual compensation increase 4.50 4.50 4.50 N/A N/A * N/A

The assumed health care cost trend rate was 8.0% for 2006 and is assumed to decrease gradually to 5.0% by 2015 and
remain at that level thereafter. Increasing the assumed health care cost trend rates by one percentage point.in each year would
increase the accumulated_postretirerhent benefit obligation at December 31, 2006, by $1.8 million and the aggregate of the
service and interest expense components of net periodic postretirement benefit expense for 2006 by $116,000. Decreasing
the assumed health care cost trend rates by one percentage point in each year would decrease the accumulated postretirement
benefit obligation-at December 31, 2006, by $2.0 million and the aggregate of the service and interest expense components
of net periodic postretiremeént benefit expense for 2006 by $106,000.

The asset allocation for the Regions pension plan at the end of 2006 and 2005 and the target allocation for 2007 by asset
category, are as follows:

0 Target :

_ Allocation Percentage of Plan Assets

ASSET CATEGORY. - 2007 2006 2005
Equity securities . 60-75% 66% . : 63%
Debt securities - ) ' . 25-30% .- . . 31% : - 33%

Other 0-10% 3% 4%

Regions’ investment strategy is to invest primarily in large-cap equity securities and intermediate term investment grade
domestic fixed-income securities. Regions will invest in small-cap, mid-cap, and international equities in smaller concentra-
tions depending on the Company's outlook for growth in those sectors. The expected long-term return on plan assets assumption
is determined using the plan asset mix, historical returns and expert opinions. '

The asset allocation for the AmSouth pension plan at the end of 2006 and the target allocation for 2007, by asset category,
are as follows

Target o Percentage of
o - . Allocation Plan Assets
ASSET CATEGORY . 2007 2006
Equity securities k ) 55% 60%
Debt securities : ' . 25% 25%
Other . 20% ° - - 15%

. The AmSouth pensicn plan has a portion.of its investments in Regions common stock. The.number of shares held by the
plan was 861,436, which represents approximately 3.0% of the plan assets, at December 31, 2006, for a total market value
of $31.2 million.
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Informatlon about the expected cash flows for the pen510n and other postrehrement beneflts plans is-as. follows oS
RETTTRATI RETLIY A :!: ' Other

'Regions adopted Staternert*158 at Decembeér 31,-2006. See-Note 1 for a summary of the requifements-of Statement 158:
.. As.a result of Regions’ adoption of Statement” 158; the followmg table summarizes:the effect on retlrement ‘benefit- related

OTHER PLANS -
Regtons profit sharing plan was discontinued as of January 1, 2005 thus there were no contrlbutlons in 2006 or 2005
Contrlbutlons in 2004 totaled $7.0 m|II|0n : _ ! " E

23 : ‘o

100% of the éligible employee contribution (up to 6% of compensation) after one year of service-and was invested in Reglons
common stock. Regions’ contribution to the 401(k) plans on behalf of employees totaled $36.6 million,-$34.2 million and $25.7
million in 2006, 2005 and 2004, respectwely Regions’ 401(k) plans held, 31, 399,964 and 29,315, 952 shares of‘Regions,

common stock at December 31, 2006 and 2005, respectively. For the years enc.ied. December 31, 2006, 2005 and 2004, the '

401{k} plan received $12.8 miliion.‘$6.'7 million and $7.4 mitlion, respectively, in dividends on Regions common stock.

S

X . v &” . o o : ) —_— ) Postretlrement' -
"(In thousands) Lo Do po S, - - . Pension. * - Benefits
,EXPHWEDEMPKWERCONTNBUHON& L . - ' e A .ugf-ﬂwe,-, b !
.2007¢ SRR R : . ' : - % 31,43‘4 e $ 1,661 '+,

: bEXPECTEDBENEHTPAYMENTS o P S : R S IS N
. 2007 % NS S o '$ 82,070 i #$ <5974
L2008 .t oo med © 61,298 S« 6,308
-2009 - .' o et 007 64,186 - 6,425
12010 . B a N - . Tt ' hy :‘67;’94-6"“ Trpoed .\':'54 a -6’426.
-o2011 . PR - . 72,116 - 6,254
: 2012 2016 P ' 436,884 L 24,188

. amounts reported in the consolidated statements of condition: ~ T S ;g,—-i G N R N 1 .
' e T - " Effect of Adopting Statement 158, . -
co e Do T e T December31 2006 LI .
: ' B ey - Before oo gl After
T (In tholidands) : - - Adoption ‘-’Adjustments- . Adoptlon
TOTHERASSETS PN A . R "x.a;e%}g ENEORR
. Lok o R : T y Ce
P_repald_ pension cost” R 5 82,854 1§ (82,854) % -
. Deferred tax asset o - o = 39,464 39,464
. OTHER LIABILITIES - ' ’ - ‘ o ' _ .
Benefit liability - - K 74,192 ° 20,740 94,932
STOCKHOLDERS"EQUITY ' ' , _ _ SEE U T
’ Accumulated' other eomprehensive loss - I~ - . (64,130) -(64,130) .

. 'Regions’ 401(K) plans |nclude a company match of eligible employee contnbutmns At December’ 31 2006, th|s match totaled |

#1137

e
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NOTE 17. OTHER NON-INTEREST INCOME AND EXPENSE . " -
Other non-interest income consists of the following:

Year Ended December 31

{In thousands) 2006 2005 2004
Fees and commissions 160,688 $ 136,271 $ 100,946
Insurance premiums and commissions 85,547 79,730 ) 86,000
Gains on sale of mortgages, net 43,086 157_-;621 v . 136,860
Other miscellaneous income . 154,488 - 118,582 90,683

' 443,809 " $ 492,204 $ 414,489
Other non-interest expense consilstsaof the following:

- “ Year Ended December 31
{In thousands} 2006 2005 2004
Legal and other professional fees 101,838 $ 120,043 $ 70,903
Advertising and business development, 74,453 78,023 38,007
Amartization of mortgage servicing rights- . . 70,563 84,507 62,817
Amortization of identifiable intangible assets ' © 66,645 48,305 26,980
Communications . 62,213 62,651 45,752
Impairment (fecapture} of mortgage servicing rights 16,000 {32,000) 22,000
Loss on early extinguishment of. debt o 6,532 16,878 39,620
Other miscellaneous expenses 570,523 578,683 478,192 -

968,767 $ 951,090

1i4

$ 784,271
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NOTE 18. INCOME TAXES : T C o L o v : .
At December 31, 2006, Regions has deferred tax on state net operating loss carryforwards of $568 6 l'TIIllIOl'I that expire in
years 2007 through 2026. Management does not believe that it is more-likely-than-not to realize all of its state net operatlng
Ioss carryforwards Accordlngly, it has set up a valuatlon allowance of $16 1 miltion agalnst such benefits.

Deferred income taxes reflect the net tax effect of tem porary d|fferences between the carrying amounts of assets and I|ab|llt|es
for financial reporting purposes and the amounts used for income tax purposes. Significant components of Regions' deferred
tax assets and liabilities as of December 31 are listed below:’ ' ) '

(nthousands) e 20060 T 2005
DEFERRED TAX ASSETS: _ .
Loan loss allowance W ' $ 439,149 $ 312,744
Purchase accounting basis dlfferences ’ : 297,622 57,346
Capital loss carryforward * . 3,284 . 64,913
Deferred compensatlon : . 60,221 50,183
" Pension and other postretlrement benefits S T 41219 " (16,480)
Other ernployee and director beneflts o s o | o ' ' 62,732 54,182
. Net operating loss carryfomards S . ) ) Lo - o .o29021 .. ..a - 14,7‘86
.. Unrealized losses included.in eqmty adjustments . . 1o o 75,097, . .55,403
Other .o o [T a o . - 183,302 o 73,894
"% Total deferred tax assets’ ! ¢ : S e 1,191,647 ¢ 666,971
Less: valuation allowance on capital loss carryforward | . o S e - "7 (55,240)
" Less; valuation allowance on riet operatlng loss carryforwards o “ ' ae002) K (12,615)
' Total deferred tax assets iess valuatlon allowance '7 ) -, 1,175,555 ", 599,116
DEFERRED TAX LIABILITIES: T ) L , . ‘

- Lease financing . Coe e : oaeer 231,800 0 0 o 160,696
. Excess purchase price and intangibles™ -+ b : C © 400,634 . 141,975
Book over/(under) tax basis of depreciable assets: -+ S - N 113,754 . (15,396)
 Basis difference of FHLB stock 7 ; ST 2,708 - . 37,171
Originated mortgage sefvicing rlghts ' g Cen 90,320 101,173
Other . 7 49,818 - 25,749

Total deferred tax liabilities s e 889,034 _ 451,368
Net deferred tax asset ' | . $ 286,521 $ 147,748

i)
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Income taxes for financial reporting purposes differs from the amount computed by applymg the statutory federal income tax
rate of 35% for-the years ended December 31, for the reasons below: .

T . "

2006. ,_"2005

(In thousands) ' . " , 2004
Tax on income computed at statutory federal income tax rate $ 685,655 $ 497,733 $ 411,454
Increase {decrease) in taxes resulting from: - ' v
Tax-exempt income from obligations of states and political subdivisions  (20,642) (17,598) (13,863)
State income tax, net of federal tax benefit - 24,110 28,011 20,467
Effect of recapitalization of subsidiary (59,150) (41,909) {33,600)
Tax credits (31,201) (47,649)  (35439)
Other, net _ 7,098 2,963 P 2,798
) ‘ $ 605,870 $ 421,551 $ 351817
' 30.9% 29.9%

Effective tax rate

_From time to time Reg:ons engages in busmess plans that
may also have an effect on its tax liabilities. While Regions
has obtained the opinion of acjvnsors that the tax aspects
of these strategies should prevail, examination of Regions'
income tax returns or changes-in tax law may impact the tax
benefits of these plans. .

During the fourth quarter.of 2000 Regions recapitalized a
mortgage-related subsidiary by raising Tier 2 capital through
the issuance of a new class of participating preferred stock
of this subsidiary. Regions is not subject to tax on the por-
tion of the subsidiary's income allocated to the holders of the
preferred stock for federal income tax purposes.

Regions' federal and state-income tax returns for the years
1998 through 2005 are open for review and examination
by governmental authorities. In-the normal course of these
examinations, Regions is subject to challenges from govern-
mental authorities regarding amounts of taxes due. Regions

29.6%

has received notices of proposed adjusth’aents relating to taxes
due for the years 1999 through 2003, which include pro-
posed adjustments beginning in 2000 that would increase
taxable income of the mortgage-related subsidiary discussed
above and -to the tax treatment of certain leveraged lease
transactions that were entered into during the years under
examination. Management believes that Regions’ treatment
of these transactions was in comphance with existing tax case
law, appllcable statutes, and regulations in effect at the time
these transactmns were entered into and mtends to vngorously
defend its posntlons. Regions believes adequate provision for
income taxes has been recorded for all years open for review.
To the extent that final resolution of the proposed adjustments
results in significantly different conclusions from Regions’
current assessment-of the préposed adjustments, Regions’
effective tax rate in any given financial reporting period may
be materially different from its current effective tax rate.

Current Deferred Tax
{In thousands) ) Tax Expense Expense (Benefit) = = Total
2006 -
Federal $ 517,195 $ 59,031 $ 576,226
State 27,576 2,068 . 29,644
Total $ 544,771 $ 61,099 $ 605,870
2005
Federal $ 437,584 $ (51,770} $ 385814
State 37,696 (1,959) 35,737
Total $ 475,280 $ (53,729) $ 421,551
2004
Federal $ 281,327 $ 39,008 $ 320,335
State 28,601 2,881 31,482
Total $ 309,928 $ 41,889 $ 351,817
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NOTE 19. DERIVATIVE FINANCIAL INSTRUMENTS

AND HEDGING ACTIVITIES

Regions maintains positions in derivative fmancral mstruments
to manage interest rate risk, to facilitate asset/liability manage-

ment strategies and:to serve the risk management needs.of

customers. These derivative instruments include forward rate
contracts, interest rate swaps, put and call option contracts,
and interest rate floors. For those derivative contracts that qual-
ify for hedge accounting, according to Statement 133, Regions
designates hedging instruments. as either a fair value or cash
flow hedge. Derivative contracts that do not qualify for hedge
accounting are classified as-trading. The atcounting poticies
associated with derivative financial instruments are discussed
further in Note 1 to the consolidated financial statements.
.Forward rate contracts are commitments to buy or sall
financial- instruments at a future date. at a specified priceior
yield. Regions'primarily enters into forward rate contracts on

e . - 1N

HEDGING DERIVATIVES

The followmg tables summaﬁze the hedging derlvatlve positions | utlllzed by Regions to manage mterest rate r|sk and facilitate

e

asset/liability strategles as of December 31:

REGIONS FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

money market instruments, which expose Regions to market
risk-associated with changes in the value of the underlying
financial instrument as well as the risk that the .other party
will fail to perform. Interest rate swaps are agreements to
exchange interest payments based upon notional amounts. -
Interest rate swaps subject. Regions to market risk associated
with changes in interest rates,-as wel! as the credit risk that
the counterparty will fail to perform. Option contracts involve
rights.to buy or seli financial instruments-on a specified date
or period-at a specified price. These rights do not have to be
exercised. Some option contracts such as interest rate floors,
involve the exchange of cash based on changes in specified
indices. Interest rate floors are contracts to hedge interest
rate declines based on a notional amount, Interest rate floors
subject Regions to market risk associated with.changes in
interest rates, as well as the cred|t risk that the counterparty
will fall to perform ,

-

i

> 2006 .
! o e e “Weighted-
. ‘ . . Noticnal . . Average )
{Dollars in millions) ) . . Amount Fair Value, Hedged Item Maturity Pay Structure
FAIR VALUE HEDGES.‘ . i _. . 7 v Lo . -
Forward sale commitments "% 872 ‘% 0.5 " Loans Heldfor Sale 0.1 yrs. -« N/A
Interest rate swaps® : - 3,910 57 " Debt " 5.0 yrs. " Variable’
' ' ' $ 4,782 $ 6.2 R ' L
CASH FLOW HEDGES N _ ' .
Interest rate swaps®’ | '$5830 .. $. 19.7. Loans 3.5 yrs. Variable
Interest rate options Coee 2,185 . . 164 Loans Alyrs. - . N/A, -
: - $ 8,015 .- $ 36.1 C -
(a) The weighted-average pay and rece::.'e rates on interest ra‘te ;waps were 6. 59% and 6. 39%, respectwely
2005
‘ f Y ' Weighted-

Notional . Average
(Dollars in miflions) Amount , Fair Value Hedged ltem Maturity Pay Structure
FAIR VALUE HEDGES ' ' .
Forward sale commitments $ 841 $ (2.4 Loans Held for Sale 0.1 yrs. N/A
Interest rate swaps® 4208 ' 20 Debt 5.7 yrs. ' Variable

$ 5,139 $ (0.4) ' : Lo
CASH FLOW HEDGES ) L ERE
Interest rate swaps""’ B $ 725 '$(8.3) Loans 0.8 yrs. Variable

)

(b) The weighted-average pay and receive rates on interest rate swaps were 4.72% and 4.88%, respectively.
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. “The ineffectiveness recogniZed on both fair value'hedges and
cash flow hedges was immaterial for years ending December
31, 2006, 2005 and 2004.

Regions also reported a $1.7 million and $2.2 million loss
in other comprehensive income at December 31, 2006 and
2005, respectively, related to cash flow hedges of debt instru-
ments, which will be amortized into earnings in conjunction
with the recognition of interest payments through 2011, The
income tmpact of this amortization was immaterial. During
2007, Regions expects to reclassify out of other comprehen-
sive income and into earnings approximately $12.9 miilion
in expense due to the variable interest on its floors,. pnme
swaps and LIBOR swaps.

TRADING AND OTHER DERIVATIVES e

Regions designates forward contracts to hedge the fair value of
specific pools of mortgage loans held for sale against changes
in interest rates. tn addition to the forward contracts treated
as hedges, Regions' derivative portfolio also included forward
contracts entered into to offset the impact of changes in inter-
est rates on Regions’ mortgage pipeline designated for future
sale, also referred to as interest rate lock commitments. ‘At

December 31, 2006 and 2005, Regions had $277.4 million

and $243.8 million, respectively, of forward contracts with a
negative fair value of $1,338,000 and positive fair value of
$331,000 of forward commitments, respectively.

In the normal course of business, Morgan Keegan enters

into underwriting and forward and future commitments on U.S.
Government and municipal securities. For the years ended
December 31, 2006 and 2005, the contract amount of future

contracts to purchase such securities was approximately $49.9

mitlion and $65.4 million, respectively. For the years ended

December 31, 2006 and .2005. the contract amount of future
contracts to sell such securities was $35.2 million and $129.3

million, respectively. The brokerage subsidiary typically settles

its position by entering into equal but opposite contracts and, as ..

such, the contract amounts do not necessarily represent future

cash requirements. Settlement of the transactions relating to
such commitments is not expected to have a material effect on
the subsidiary’s financial position. Transactions involving future

settlement give rise to market risk, which represents the poten-

tial Joss that can be caused by a change in the market value of
a particular financial instrument. The exposure to market risk is
determined by a number of factors, including size, composition
and diversification of pesitions held, the absolute and relative
levels of interest rates, and market volatility. - -
Additionally,.in the normal course of business, Morgan
Keegan enters into transactions for delayed delivery, to-be-
announced securities, which are recorded on the consolidated
statements of .condition at fair value. Risks arise from the

possible inabil'ity of counterparties to meet the terms of

their contracts and from unfavorable changes in interest

rates or the market values of the securities underlying the:

instruments. -The credit risk associated with these contracts
is typically limited to the cost of replacing all contracts on
which the Company has recorded an unrealized gain. For
exchange-traded contracts, the clearing organization acts as
the counterparty to specific transactions and, therefore, bears

. the risk of delivery to and from counterparties. -

The Company also maintains-a derivatives trading portfo-
lio of interest rate swaps, option contracts and futures and
forward commitments used to meet the needs of its custom-
ers. The portfolio is used to generate trading profit and help
clients manage risk. The Company is subject to the risk that
a counterparty will fail to perform. These trading derivatives
are recorded in other assets and other liabilities. The net fair
value of the trading portfolio at December 31, 2006 and
2005 was $18 6 million and $12.1 million, respectively.

Foreign currency contracts involve the exchange of one
currency for another on a specified date and at a specnfued
rate. These'contracts are executed on behalf of the Company’s
customers and are used to manage fluctuations in foreign
exchange rates. The Company is subject to the risk that
another party will fail to perform.

The following table summarizes the trading and other derivative positions utilized by Regions as of December 31:

2006 2005
" Contract or Contract or

Notional Credit Risk Notional Credit Risk

(In millions} Amount Amount® Amount Amount
Interest rate swaps $ 21,904 $ 56 $ 9814 . § 60
Interest rate options 3oo8 - ' 934 -
Futures and forward commitments 2,076 - 7,199 o -
Other 188 - 127 -
$ 27,176 $ 56 $ 18,074 $ 6.0

(1) Credit Risk Amount is defined as all positive exposures not collateralized with cash on deposn Any credit risk arising under opnon contracts is combined with

swaps to reflect netting agreements.
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NOTE 20. FAIR VALUE OF FINANCIAL INSTRUMENTS
The following methods and assumptions were uséd by the
Company in estlmatmg |ts fair value d|sclosures for financial
|nstruments v

Cash and cash equrvalents The carrymg amount reported 3

in the consolidated statements of condition and cash flows
approximates the estimated fair value.
Trading account assets: 'Estimated fair values, which are

the amounts recognized in the consolidated statements of. -

condition, are based on quoted market prices, where avail-
able. Hf quoted market prices are not avanlable estlmated
fair values are based on quoted market pr|ces of comparable
instruments. . ‘ '

Securities available for sale: Estimated fair values, which -

are the -amounts recognized in the consolidated-statements
of condition, are based on quoted market prices, where avail-
able. {f quoted market prices are not available, estimated
fair values are based on quoted market prices of comparable-
instruments.

Securities held to matunty Estimated falr values are based
on quoted market prices, where available:- If quoted market
prices are not available, estimated fair values are based on
quoted market prices of comparable instruments.

Loans held for sale: Loans held for sale include 1-4 family
real estate mortgage loans and in 2005, factored accounts
recewables and asset-based loans. The fair values of mortgage
Ioans held for sale are based on quoted market prices of similar
|nstruments adjusted for differences in loan charactenstlcs In
the prior year, the fair values of factored accounts recewable
were based on cash flow models

Margin recervabies The carrymg amount reported in the
consohdated statements of condltlon approxlmates the esti-
mated fair value, .

Loans: The fa|r value of the loan portfoilo excludlng
leases and |nclud|ng loans Keld for sale - dwestltures was
estimated based on various factors related to the portfolio.
Estimated fair vales for variable-rate loans, which reprice
frequently and have no significant credit risk, are based
on carrying value. Estimated fair values for all other loans,
including loans held for sale — divestitures, are estimated
using discounted cash flow analyses, based on interest rates
currently offered on loans with similar terms to borrowers of
similar credit quality. The carrying amount of accrued interest
reported in the consolidated statements of condition approxi-
mates the fair valuve.

REGIONS FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

. Derivative assets and liabilities: Estimated fair values for
- derivative instruments, which are the amounts recognized in -

the consclidated statements of condition, are based either on
cash flow projection models or observable market pnces
Deposrt liabilities: The fair value of non-interest- bearlng
demand accounts, interest-bearing transaction accounts,
savings accounts, money market accounts and certain other

. time open accounts is the amount payable on-demand at the

reporting date (i.e., the carrying amount}. Fair values for cer-
- tificates of deposit and interest-bearing deposits - divestitures
are estimated by using discounted cash flow, analyses using
the interest rates currently offered’ for deposrts of 5|m|Iar

L3
matuntles

N

Short-term borrowmgs ‘The carrying amount reported in
the consolidated statements of condition® apprommates the
- estimated fair value. :

Long-term borrowings: Fair values are estrmated using dis-
counted cash flow analyses, based on the current rates offered
for srmrlar borrowing arrangements.

Loan commitments, standby and commercial fetters of
credit: Estimated fair values for these off-balance sheet
instruments are based on standard fees- currently charged to
enter into similar agreements T
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The carrying amounts and estimated fair values of the Company's financial instruments as of December 31 aré as follows:

L. . .

2006

o A 2005
. . . Carrying Estimated Carrying Estimated
{In thousands) Amount Fair Value Amount Fair Value
FINANCIAL ASSETS: ‘ : .
Cash and cash equivalents - $ 4,717,418 $ 4,717,418 $ 3,216940. $ 3,216,940
Trading account assets 1,442,994 1,442,994 992,082 1992,082
Securities available for sale 18,514,332 " 18,514,332 11,947,810 11,947,810
Securities held to maturlty ' 47,728 47,767 31,464 - 27,107
Loans held for sale 3,308,064 3,313,882 1,531,664 1,543,561
Margin receivables 570,063 570,063 . 527,317 - 527,317
Loans, net (excludingbleases) 93,706,937 93,718,205 56,693,938 56,523,237
Derivative assets - c 215,659 - 215,659 - 83,102 183,102
FINANCIAL LIABILITIES St e ‘ ' . :
‘Deposits Co ) 101,227,969 - 91,507,223 60,378,367 54,627,420
Short-term borrowings ) 9,667,0]} 9,667,071 4,966,279 4,966,279
Long-term borrowings ‘ . 8,642,649 8759717 - 60971680 7,091,170
Derivative liabilities | ‘ S ' 155,329 -155,329 41,822 41,822
Loan commitments and letters of .credit - (442,631) T

NOTE 21. BUSINESS SEGMENT INFORMATION

Regions’ segment information is presented based on Regions’
primary segments of business. Each segment is a strategic
business unit that serves specific needs of Regions' customers.
The Company's primary segment is General Banking/Treasury,
which represents the Company's branch banking functions
and has separate management that is responsible for the
operation of that business unit. This segment also includes
the Company's Treasury function, including the Company's
bond portfolio, indirect mortgage lending division, and other
wholesale activities. In addition, Regions has designated
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e

as distinct reportable segments the activity of its mortgage
banking, investment bankmg/brokerage/trust and insurance
divisions. Mortgage banklng consists of orlglnatmn and servic-
ing functions of Regions' mortgage subsidiaries. Investment
banking includes trust activities and all brokerage and invest-
ment activities associated with Morgan Keegan. Insurance
includes all business associated with commercial insurance,
in addition to credit {ife products sold to consumer custormners.
The reportable segment designated "Other” pnmarlly includes
activity of Reglons indirect consumer Iendlng division, merger
charges and the parent company including eliminations.
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.The foHowmg tables present f|nanC|aI mformatuon for each reportab!e segment for the years ended December 31

S et -'fi N SR _ Irivestment .
) - General Banking/.. Mor‘_[gage Banking/
{In thousands) = Treasury Banking- Brokerage/Trust'
2006~ ¢ BRI N | ST eelle
Net interest income ‘ Lihanl '§ 0 3,127,344 $ 7501377 § 52,698
Provision for loan losses - ’ . 140,933 86 . e T ol
Non-interest income o o7 . 835,715 280,318 .- 888,928
Non.-ih'terest‘expense o . 1,974,319“:‘ ST 357,995 Lita .. 702,920
“lncome taxes (benefit) & T 692,928 ' (1,031) " 87619
Net income (loss) BT " 7 $% 1,154,879 $  (L,719) " g ' 151,087
Reveriues from éxternal customers. TAL e g’ 3,900,947 $ 455,072 $:12r. 903,882 .
Average a§sets ‘ - .$ 85!658,470 . $ 4,287,826 $ 3 314 361
. C T R , ‘ : ) T Total ‘
(In thousands) . “Insurance Cther "t Company
Net interest income A 3 5,638 - $ ‘92,749 " 7 '¢ 5.353.44:2'
Prowsmn for loan losses - - 1,481 Y "142,560
Non |nterest income * ER 84,949 (27,806) o :‘E.ﬁ6§;1014 .
Non mterest expense ; ,1 T * 64,827 .. 213,970 " 3314031
.Income taxes (benefit) = . | "-l"_ . 10,095 (183,741) 605,870
Net income SR ", $° 15665 $ . 33,233 ° "'§°71:353,145
_ Revenués from external customers T80 90,702 $ 64,943 ‘$ "5/415,546
Average assets ‘ - . $ 203789 $ 2,335,831 $ 95,800,277
: TR T e C T ey nvestment
General Banking/ Mortgage Banking/
"(In thousands) . Treasury Banking - - . Brokerage/Trust
2005 . s 1o X Sy SR SRR TRV P B e R R LI
Net interest income < .. ‘- SRR ~$+ 2,892,072 . v$e 73199 ... ov$ el 29,998
Provision for loan losses i ‘156,491"" 21254 ARSI
Non mterest income L 620 295 372 508 723,205
Non-interest éxperise "~ " : 1,793,185 " ° 320,941 592,490
lncome taxes (beneflt) ' ) 473,672 . 48,701 59,019 .
Net income R $ .. 789,019 $__ 76040 101,694
Reverilies from external customers ' $ 3,167,837  $' 502,677
i $

$
L $7 740,763 |
$.

. Average assets

Average assets $ 76,696,761 3,520,586 - ° 121748, 807
' N . o ) Tota|
(In thousands) Insurance Other Company
"Net interest income” $ 3,230 $ 122,120 $ 2,820,619
Provision for loan losses - ' - 8,484 - 165,000
Non-interest income 80,296 17,128 1,813,432
Non-interest'expense 59,276 281,064 3,046,956
Income taxes (benefit) 8,448 {168,289) 421,551
© Net income '$ 15802 $ 17,989 $ 1,000,544 -
Revenues from external customers $. - 83,526 $ 139,248 $ .4,634,051
' $ 174,184 $ 1,956,129 . $ 85,006,467

b
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. ‘ S Lo e : - Investment

General Banking/ Mortgage Banking/
(In thousands} ) _ Treasury Banking Brokerage/Trust
2004 - R , ‘ :
Net interest income $ 2,049,843 $ 97,650 $ 27,223
Provision for loan losses s ‘ - 122,370 185 Ly e
Non-interest income - SR 525,199 377,512 . -671,089
Non-interest expense ) . . 1,325,993 383,454 - 564,420
Income taxes (benefit) . - - ’ , 403,772 36,404 L 50,257
Net income {loss) Lo A $ 722,907 $ 55,119 $ 83635
Revenues from external customers . $. 2,506,881 $ 519,237 $ 721,087
Average assets : _ . $ 56,996,477 $ 2,519,781 - $ 2,635,384
o .o Total
{In thousands) Insurance Other Company
Net interest income s 2424 % (64,106) $ 2,113,034
Provision for loan losses .. , - o - 5,945 - 128,500
Non-interest income ' 85,540 3,000 . 1,662,431
Non-interest expense , 65,787 - 131,729 , . . ..2,471,383
Income taxes (benefit) L 8,027 (146,643) - 351,817
Net income (loss}) . - % 14150 $__ (52,046) $ ' 823,765
Revenues from external customers : $ 89,275 $ (61,015) $ 3,775,465
Averagé assets $ 138,022 $

4,548,484 $ 66,838,148

¢, . PR
; -1 '

NOTE 22. COMMITMENTS AND CONTINGENCIES
COMMERCIAL COMMITMENTS ' -

Regions issues off-balance sheet financial instruments in connection with lending activities. The credit risk associated with
these instruments is essentially the same as that involved in extending loans to customers and is subject to Regions’ credit
policies. Collateral is obtained based on management's assessment of the customer. e

v

Credit risk associated with these instruments is represented by the contractual amounts indicated in the foliowing table:

R L December 31

(In millions) B . 2006 2005

Unused commitments to extend credit " n $ 41,926 $ 19,802
Standby letters of credit SR 7,161 - 3,093
Commercial letters of credit 98 . 73
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Unused commitments to extend credit — To accommodate
the-financial needs of -its customers, Regions makes com-
mitments under various terms:to lend funds to.¢onsumers,

" businesses and other entities: These commitments include
(among. others) revolving credit agreements, term:loan.com-
mitments and short:term borrowing agreements: Many of .

- these loan commitments have fixed expiration dates or other
termination clauses and may require payment of a fee. Since

“many of these commitments are expected to expire without
being funded, the total commitment amounts do not neces-
sarily represent future liquidity requirements. "

Standby letters of credit — Standby letters of.credit. are .

" payments on behalf of customers if certain specified future
events occur Reglons has recourse agalnst the customer

reasonably assured of belng exercised.

also issued to customers, which commit Regions to make’

REGIONS FINANCIAL CORPORATION
NOTES TO CONSOLIDATED'FINANClAL'.STATEMENTS

“for any amount required to be paid to a third party under a
standby letter of credit. Historically, a large percentage of
standby letters of credit-expire without being funded:

Commercial letters of credit - Commercial letters.of credit
are issued to facilitate foreign or domestic trade transactions
foricustomers. As a general rule, drafts will be.drawn when

' the goods underlying the transactlon are in transit. 33 T

1 TS ; . [ B
. . [ 4 - F

) LEA_SES
Operating leases — Regions and its subsidiaries lease land,

™y« premises-and equipment under cancelable.and” noncancel-

-'able leases, some of which ‘contain renewal options under
various terms. The leased propertles are used primarily for
banking purposes. See Note 7 for a detall of rental’ expense
and mcome recognized during 2006, 2005 and 2004 ’

The apprommate future minimum_rental commltments as of December 31 2006, for all non-cancelable leases with initial
or remaining terms of one year of more are shown in the following table. Included in these amounts are all renewal optronsl

properties to a third party with an agreement to lease back a
portion of 99 of these propertles The remaining 12 proper-
ties were not leased back by Reglons For those properties
W|th no ‘associated Ieaseback a gain of approximately $1.1
. mllllon was recorded at closmg Total sales proceeds were
allocated to individual properties based on relative fair mar-
ket value determined by independent third-party individual
property apprarsals at the time of.the sale. Of the 99 proper-
" ties.that included a Ieaseback 20 of the propertles qualified
for sale-leaseback accounting under Statement of Financial
Accounting Standard No. 98 (“Statement 98"), “Accounting
for Leases.” Accordingly, these transactions were also reflected
as sales with $0.2 million of immediate gain and $2.6 mil-
l fion in gain to be amortized on a straight-line basis over the

-fifteen-year operating lease term. The $0.2 mitlion represents
the amount of gain that exceeded the present value of the .

_+ future minimum rent payments. There were no losses recog-
‘ nized for any of the properties subject to the sale-leaseback.

- Sale-leaseback transaction.— in:2005, Regioné sold 111

llnthousands) P Premises Equipment * ~ - . Total
2007 : $. 134,450 $ 3166  '$ 137,616
2008 S 124,082 2,289 126,371
2000 .. S 112,064 1,163 "*113,227 -
2010 R 90,084 - , 90,084
2011 © 76,856 - 776,856
Thereafter - Fe 473,177 L - 473,177
' $ 1010713 $ 6618  $1017331
Ty ! a0

The other 79 properties included lease terms that require

lease payments that are significantly more-heavily:weighted
toward the early years of the fifteen-year lease term (approxi-
mately '60% in excess of the calculated stralght llne rental
amount). This constituted additional collateral or flnancmg
to the buyer-lessor and effectively resulted in. Regrons having
a continuing involvement in these 79 properties, ‘requiring
Regions to account for these properties as a financing arrange-

ment under Statement 98. Accordingly, the properties continue | -

to be reflected on the Company’s balance sheet and depreciated
based on their current carrying value. Proceeds of $83.1 million
attributable to these properties were reflected as a financing
‘obligation with monthly rental payments due, reflected as
a component of principal reduction and interest expense at

the Company's incremental borrowing rate The approximate
total future minimum rental commitment as of December 31,
2008, for all leases related to this transaction is $100.1 mil-"
lion, including $12.2 million annually in 2007 through 2009,

$8.4 million in 2010 and $5.2 million in 2011.
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LEGAL :

The Company and its affiliates are subject to litigation, including class action litigation; and claims arlsmg in the ordinary
course of business. Punitive damages are routinely claimed in these cases. Regions continues to be concerned about the '
general trend in litigation involving large damage awards against financial service company defendants. Regions evaluates i
these contingencies based on information currently available, including advice of counsel and assessment of available insur- .
ance coverage. Although it is not possible to predict the ultimate resolution or financial liability with respect to these litigation
contingencies, management is of the opinion that the outcome of pending and threatened I|t|gat|on would not have a material
effect on Regions’ consolidated financial position or results of operations.

.

NOTE 23. PARENT-COMPANY ONLY FINANCIAL STATEMENTS
Presented below are condensed financial statements of Regions Financial Corporation:

Statements of C_onc_li_ﬁon

T

December 31°

{In thousands) © 2006 ' 2005
ASSETS
Cash and due frombanks 543,426 $ 999,351
Loans to subsidiaries 215,000 115,000
Securities available for sale 62,223 71,822
Premises and equipment - 32,568 9,781
investments in subsidiaries: )
Banks 22,210,636 11,614,413 ;
Non-banks 1,366,019 1,221,188
. 23,576,655 12,835,601 '
Other assets 481,826 430,942
24,911,698 $ 14,462,597
LIABILITIES AND STOCKHOLDERS' EQUITY
Long-term borrowings 3,560,145 $ 3,549,383
Other liabilities 650,099 298,931
Total liabilities. - 4,210,244 3,848,314
Stockholders' equity: .
Common stock - 7,303 4,738
Additional paid-in capital 16,339,726 ' 7,248,855 :
"' Undivided profits‘ 4,493,245 ' 3,'941,074 i
Treasury stock (7,548) . (681,890)
Accumulated other comprehensuve {loss) income - . (131,272). 1,506
Total stockholders’ equity ) .20,701,454 10,614,283
24,911,698 $ 14,462,597
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Statements of income

REGIONS: FINANCIAL CORPORATION
NOTES TO CONSOLIDATED.FINANCIAL STATEMENTS

Years Ended Decemlt'):ar 3 1 .

{In thousands) o 2006 2005 ~2004. .
INCOME: _ _ " S
Dividends received from subsidiaries -~ &% : $ ° 900,276 $ . 200,000 . $ 495556
Service fees from subsidiaries 201,354 - .~142;312 - 1-106,842
Interest from subsidiaries’ 42,839 32,699 13,069
_.Otherincome . - .- IR © 13,2534 .0 6,925 7,717
' e 1,157,722 -+ 381,936 . 1'623,184
EXPENSES: : : e ' S b e '
Salaries and employee benefits X 167,531 .. - 67,963 + 43,051
_~Interest - . RS L 192,300 137,694, - 63,204
. Net occupancy expense : e L 13,232 . 2,349, ¢ v 2,512
Furniture and equipment expense 2,371 824 1,145
Legal and other professional fees . 17,852 29,259 - 4+ 115,991
- Other expenses T ' . Mo .. 32,689 v+ 30,873 - 25,998
' 425975 . -+ 268,962 151,901
. Income before income taxes and equity in i RS I
. undistributed earnings of subsidiaries .3’ ‘ 731,747 .- -+ 112,974 £ ,4711283
income tax benefit ' RN (57,060) ~ (33,106). (12:374)
income before equity in undlstnbuted earnings of SUbSIdIaI’IES 788,807 * 146,080 .~ - .. 483,657
- Equity in undistributed earnmgs of subS|d|anes : o Lo ML :
Banks ) 429,009 748,966 » 1258,726
Non-banks 135329, - . 2105498 . - .81,382
) T R ¥ 564,338 854,464 .+ 340,108
‘NetIncome -~ L ° L, $.1,353,145  $ 1,000,544 i §$ 823,765
s S e v ] e R
L ;
H (- , - * AP * ot
vy ¢ ) i v ¢
. ol - it ' e,
B ' [ER A R ETER
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REGIONS FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Statements of Cash Flows T '
’ Co Years Ended December 31

{In thousands) 2006 2005 2004

OPERATING ACTIVITIES: |
Net income $ 1,353,145 $ 1,000,544 $ 823765 i

Adjustments to reconcile net cash provided

by operating activities: . .
Equity in undistributed earnings of subsidiaries (564,338) (854,464) {340,108)
Depreciation and amortization 38,156 22,387 6,882 ‘ :
Increase (decrease) in other liabilities 292,762 26,607 (21,893) '4
Loss {gain) on sale of premises and equipment 100 e 4 59 .
(Increase} decrease in other assets (33,407) 105,729 (186,203)
Net cash provided by operating activities 1,086,418 300,799 . 282,502 ‘

INVESTING ACTIVITIES: . ' :
Investment in subsidiaries . (9,682) (41,249) 673,391
{Advances) principal payments on loans to subsidiaries {100,000) 55,000 15,000 !

Net purchase of premises and equipment (24,786) {147) (388)
Maturity of securities held to maturity - - 750
Maturity of securities available for sale. -~ 87,426 67,329 06,284
Purchase of securities available for sale (77,985) (30,199) -
Sale of securities available for sale - - 652
Net cash (used in) provided by investing activities {125,027) . 50,734 755,689

FINANCING ACTIVITIES: RN ) :

" Decrease in commercial-paper borrowings .- ° - - (5,500) '
Cash dividends L S (894,805) (628,610} (489,817}
Purchase of treasury stock {490,370) (552,495) (187,434)
Proceeds from long-term borrowings 227,575 888,799 339,536
Payments on long-term borrowings {524,051) (353,986} (192,876)
Proceeds from exercise of stock options, net 264,335 165,980 130,929 _

Net cash used in financing activities (1,417,316) {480,312) (405,162
(Decrease) increase in cash and cash equivalents {455,925) (128,779 633,029
Cash and cash equivalents at beginning of year 999,351 1,128,130 495,101 ;

Cash and cash equivalents at end of year $ 543,426 $ 999,351 $ 1,128,130 '

NOTE 24. SUBSEQUENT EVENTS

On January 19, 2007, Regions and Barclays Bank PLC announced the signing of a definitive agreement for the purchase of
Regions’ non-prime mortgage origination affiliate, EquiFirst Corporation, for an estimated purchase price of approximately ‘
$225 million ({the final purchase price is contingent on the closing book value of assets and liabilities). Completion of the sale

is expected in the first half of 2007, subject to the receipt of the required licenses and applicable regulatory approval.
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REGIONS FINANCIAL CORPORATION
CORPORATE INFORMATION

CORPORATE HEADQUARTERS
Regions Financial Corporation
1900 Fifth Avenue North
Birmingham, AL 35203

MAILING ADDRESS
Post Office Box 11007
Birmingham, AL 35288

INTERNET ADDRESS
Www.regions.com R

Common Stock

Regions common stock is listed on the New York Stock
Exchange and is traded under the symbol RF. It is listed in
The Wall Street Journal as RegionsFi,n.

DEBT RATINGS -
For a complete listing of all debt ratrngs see page 59.

STOCK TRANSFER AGENT & STOCKHOLDER ASSISTANCE
Computershare Trust Company, N.A. -
Post Office Box 43069 :
Providence, RI-02940-3069

Shareholder Inquiry: 800-524-2879

Hearing Impaired: 800-952-9245

Web Site: www.computershare.com. .

DIVIDEND REINVESTMENT AND STOCK PURCHASE PLAN
Computershare Trust Company, N.A.

Post Office Box 43069

Providence, Rl 02940-3069

Current Shareholders: 800-524-2879
Non-shareholders: 800-922-3468
Web Site: www.computershare.com

Shareholders can reinvest their Regions dividends in addi-
tional shares of stock. Regions stock may also be purchased
with optional cash payments. It is not necessary to be a
current shareholder to purchase shares with optional cash

payments. For additional information or for an enrollment '

card, please contact Regions’ dividend reinvestment agent,
Computershare Trust Company, N.A.

DIRECT DEPOSIT

With direct deposit, shareholders can have their Regrons

dividends deposited directly .into their checking or savings
accounts. There is no cost for this service. For additional
information, please contact Regions’ dividend reinvestment
agent, Computershare Trust Company, N.A.

éHAREHOLDER INTERNET ACCOUNT ACCESS
Shareholders of record may access their accounts via the
Internet to obtain their share balance, request printable forins

and view current market value of their investment, as well -

as historical stock prices. To log on to this secure site and
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request your initial password, go to www.computershare.com
and click on “Account Access.”

ANNUAL SHAREHOLDERS' MEETING :
Regions Financia! Corporation’s 36th annual meeting of
shareholders will be held on April 19, 2007, at 11:00 a.m.
Central’ time, at the Regions Upper Lobby Auditorium in the
Harbert Plaza at 1901 Sixth Avenue North, B|rm|ngham

- Alabama. : . s

_FINANCIAL INFORMATION

Additional copies of the Form 10-K, the annual report of the
corporation to the Securities and Exchange Commission con-
tained within this annual report, can be obtained by visiting
the Investor Relations section of the Company's Web site at
www.regions.com or by contacting the Company's dnvestor

" Relations department.

Jenifer G. Kimbrough
Associate Director of -
~ Investor Relations Investor Relations-
(205) 801-0265 (205) 244-2823
or - . b
Tobin N. Vrnson '
. Associate -Director of
Investor Relations
(205) 326-4891

M. List Underwood, Jr.  or
Director of

MEDIA CONTACT
Media representatives seeking general information should
contact: .

Richard C. Swagler, Jr.

Director of Media Relations

{205) 801-0105

ABQUT REGIONS . .
Regions Financial Corporation is a member of the S&P 100
Index and Forbes Magazine's “Platinum 400" list of America’s

" *best big companies. With more than $140 billion in assets,

Regions is ohe of the nation’s largest full-service providers of
consumer and commercial banking, trust, securltles broker-
age, mortgage and insurance products and services. Reglons
serves customers in 16 states across the South Midwest and
Texas, and through its subsidiary, Regions Bank, operates
some 2,000 AmSouth and Regions banking offices and over
2,600 ATMs, its investment and securities brokerage, trust

‘and asset management division, Morgan Keegan & Company

Inc., provides services from over 300 offices. Additional
information about Regions and its full line of products and
services can be found at www.regions.com.
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“Our goal Is to make life better, and

we're living it. It's being reinforced

by our products. It's being reinforced
\by our associates. When our customers

‘see that, it confirms what we're about.”

MICHAEL ROSS
midwest regional president
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